~ lu GOVERNMENT OF MALTA
2" || MINISTRY FOR FINANCE
B AND EMPLOYMENT

— MALTA:
Draft Budgetary Plan

2024

October 2023



MALTA:
Draft Budgetary Plan

October, 2023
Ministry for Finance and Employment

Maison Demandols,
Valletta.




Contents

CHAPTER 1 Overall Policy Framework and ObjecCtiVes.......oiiiiviiiie e 3
CHAPTER 2 ECONOMIC OULIOOK. ...ttt 9
CHAPTER 3 General Government Budgetary Developments......cccoiieeeeecccceec e 29
CHAPTER 4 Distributional Implications of Budget Measures........cccoeveveieiecececeeieeinens 55

A
Malta: Draft Budgetary Plan 2024






CHAPTER 1

Overall Policy Framework and Objectives






1. Overall Policy Framework and Objectives

Amidst Malta’s relatively stable economic environment, the primary objective of this plan
is a continuation of the gradual fiscal consolidation. Whilst the various fiscal support
measures that the Government was compelled to implement since the COVID outbreak
were undeniably costly for public finances, they have been instrumental in keeping the
economy stable, resilient and strong. The various policies were key to support the high
potential growth which is ultimately keeping the debt-to-Gross Domestic Product (GDP)
ratio relatively stable, safely below the 60.0 per cent Maastricht threshold.

In the past year, the international inflationary pressures heightened and persisted, the
Government took the decision to embark on a more gradual loosening of the fiscal
support measures. Over the course of 2023, it was becoming clearer that the global
inflationary pressures were to persist for longer. The latest conflict between Israel and
Palestine is expected to further exacerbate inflationary pressures and energy prices.
Whilst initially this had a positive impact on the Government revenue, the effect on
the Government expenditure was anticipated to materialise with some lag and to then
persist for a longer time, as public contracts and collective agreements were gradually
renegotiated to take into account the new inflationary environment. Whilst a clear
commitment to reduce the deficit was maintained, the Government decided to lengthen
the fiscal consolidation programme. In this Plan, the Government is committing to reduce
the deficit from 5.0 per cent of GDP estimated for 2023 to 3.5 per cent in 2026.

These decisions are not anticipated to weaken public finance sustainability. On the
contrary, by supporting potential growth well above the 4.0 per cent mark over the
coming years, the public debt-to-GDP ratio is now anticipated to stay prudently below
the 60.0 per cent of GDP threshold.

On similar lines as last year’s Plan, the following are the main policy objectives of this
Budget:

1. In the presence of grave risks and uncertainty the Government is committing
itself unequivocally to support the economy. The political commitment to shelter
households and firms from a temporary surge in essential commodities such as
energy and food remains paramount in this Draft Budget Plan (DBP). Stabilisation
remains the primary aim.

2. Secondly, this budget will aim to protect the most vulnerable. Whilst the price support
measures will protect everyone, including the most vulnerable households and firms,
several social support measures in the budget are aimed at specific groups of society.

3. The Government is however very conscious of the strain this will exert on public
finances and this DBP is also committed to preserve fiscal sustainability. The
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Government is committed to gradually reduce the deficit over the next four years
with an average annual structural effort of 0.6 per cent of potential GDP per annum.
This planis also consistent with a control of national net primary expenditure growth
below 5.9 per cent per annum. This will ensure that public finances remain under
control and the public debt ratio remains safely below the 60.0 per cent of GDP.

4. This budget is also committed to strengthen the potential of the economy and
undertake the necessary investments and reforms necessary to ensure an adequate
supply of skills, manpower, knowledge, know-how and capital necessary for
the economy to grow in a sustainable manner. Since Malta is almost completely
dependent on imported energy, this objective includes the ability to procure access
to an adequate and secure supply of energy at reasonable costs and thus preserve
Malta’s competitiveness and viability.

5. Finally, and related to the previous, is our quest to further improve the quality of life
of every Maltese citizen. In particular, this budget will continue facilitating the Green
Economy and Digital transitions.

1.1 Macroeconomic Scenario

In 2023, the global economy started to slow down after a robust post-pandemic recovery.
Supply chain bottlenecks have been largely resolved marked by a decline in shipping
costs and easing maritime congestion. However, inflation, albeit gradually declining from
its peak, remains elevated in many economies, thereby constraining external demand
conditions. Meanwhile, central banks increased the cost of borrowing to curtail aggregate
demand and keep inflation expectations well-anchored. This is coupled by a slowdown
in manufacturing activity and a weaker performance from China, which are weighing
on external global demand.

Despite the external slowdown, the Maltese economy continued to outperform in the
first half of 2023. Real GDP grew by 4.4 per cent, driven primarily by a strong growth in
household consumption and despite the slowdown in the growth in exports. The services
sector was the main driver. A very strong performance was exhibited by the Financial
and insurance activities sector, the Industrial sector, Professional and administrative
services, Real estate activities and Wholesale and retail trade. Tourism also outperformed
expectations.

The Maltese economy is expected to maintain the positive momentum in the second
half of the year, albeit with slower growth. This is consistent with an assumed slowdown
in the global economy. In real terms, the Maltese economy is projected to grow by 4.1
per cent in 2023, above the 3.5 per cent growth projected in the DBP 2023. In 2024, the
Maltese economy is projected to grow by 4.2 per cent in real terms, and by 7.4 per cent
in nominal terms. Domestic demand is anticipated to be the primary driver of growth,
contributing 3.7 percentage points, while net exports are expected to contribute 0.6
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percentage points to growth, which is in line with the assumption of a deteriorating
external environment.

The labour market is expected to remain strong but register marginally more moderate
rates of growth in line with a moderation of economic growth expected over the
medium-term. Whilst potential growth is expected to remain close to 4.5 per cent over
the medium-term, growth is projected to slow down to around 4.2 per cent over the
forecast horizon. This discrepancy is expected to result in a widening of the negative
output gap over the medium-term, driven principally by the weakness in global demand
conditions.

These conditions are expected to slow down inflationary pressures but only up to an
extent. It is anticipated that inflationary pressures from abroad imported into Malta wiill
moderate but persist. Furthermore, wages are expected to accelerate over the forecast
horizon. This is partly expected to feed into domestic prices, particularly of certain service
activities. Nevertheless, it is still anticipated that the pass-through from wages to prices
to be partial and supported by the high and rising profit margins which businesses have
enjoyed over the last two years. In this context, inflation is expected to reach 5.7 per
cent this year and to decelerate to 3.7 per cent next year.

These projections continue to be surrounded by significant uncertainty particularly in
the external environment. The risk assessment consistent with the analysis of alternative
model forecasts indicates that growth may surprise on the upside in 2023, while risks
are broadly balanced for 2024.

1.2 Fiscal Policy Objectives

The target deficit of 5.5 per cent of GDP set last Autumn for this year is expected to be
over-achieved, with present estimates suggesting the deficit will reach 5.0 per cent of
GDP. Whilst energy support measures were originally expected to reach 3.4 per cent of
GDP, these are now estimated to cost 1.7 per cent of GDP. Social payments also lost pace
with the economic expansion reaching 8.5 per cent of GDP, compared to the original
target of 9.2 per cent projected last year. Overall expenditure is now expected to reach
40.0 per cent of GDP compared to the originally anticipated 42.5 per cent of GDP.

Despite the overall expenditure savings anticipated this year, and notwithstanding that
tax revenue targets are expected to be exceeded as growth turned better than projected,
the tax burden is expected to fall from an anticipated 31.2 per cent of GDP projected
last year to 29.4 per cent of GDP. Total revenue for 2023 is now also expected to reach
35.0 per cent of GDP, down from the originally anticipated target of 36.9 per cent of
GDP expected last year.
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This means that the 2.5 percentage points reduction in the expenditure ratio was
partly mitigated by a 1.9 percentage points reduction in the revenue ratio leading to an
improvement of 0.5 percentage points of GDP in the deficit ratio.

In line with developments in the underlying macroeconomic projections, the budget
balance is expected to improve to a deficit of 4.5 per cent of GDP in 2024. In structural
terms, the general Government deficit is expected to improve from 4.7 per cent in 2023
to 4.2 per cent in 2024. Considering the full impact of energy support measures, the
underlying deficit in 2024 would be clearly below the 3.0 per cent threshold indicating
that the situation is temporary and conditional on external inflationary developments.
The support to the economy is further being sustained by public investment which is
expected to reach 3.8 per cent of GDP in 2024. Though lower than this year, this compares
favourably to the average of 3.4 per cent in the decade leading to 2022, remaining
well above the European Union (EU) and Euro Area (EA) average. This investment is
supported by the Recovery and Resilience Facility as well as projects funded from the
Multiannual Financial Framework (MFF) for the period 2021-2027, which are expected
to fund additional high-quality investment projects and structural reforms. As the
absorption of the MFF improves, public investment over the medium-term is expected
to rise again to the record levels of 4.4 per cent of GDP to be reached this year.

Public debt is targeted to remain safely below the Treaty reference value. The debt ratio
is expected to reach 55.6 per cent of GDP in 2024 and to stabilise around 57.2 per cent
of GDP in the following two years.

1.3 Endorsement by the Malta Fiscal Advisory Council

The targets contained in this Plan fulfil the legal requirements established by virtue of
the Fiscal Responsibility Act. In addition, the macroeconomic forecasts underlying this
Plan has been endorsed by the Malta Fiscal Advisory Council.
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CHAPTER 2

Economic Outlook







2. Economic Outlook

2.1 The Short-Term Scenario

In 2022, the Maltese economy achieved a remarkable 6.9 per cent real Gross
Domestic Product (GDP) growth rate, surpassing the European Union (EU) average
by 3.5 percentage points. Domestic demand was the main contributor to this growth,
contributing 10.7 percentage points. By contrast, the external side of the economy
contributed a negative 3.7 percentage points.

After a robust post-pandemic recovery, the global economy started to slow down in 2023.
Supply chain bottlenecks have been largely resolved marked by a decline in shipping
costs and easing maritime congestion. However, inflation, albeit gradually declining
from its peak, remains elevated in many economies, thereby constraining household
purchasing power. As high inflation proved persistent, central banks increased the cost of
borrowing to curtail aggregate demand and keep inflation expectations well-anchored.
To this end, tighter liquidity conditions are already slowing the provision of credit, thus
weighing on consumption and investment activity, in addition to declining sentiment
and increased financial stress. This is coupled by a slowdown in manufacturing activity
and a weaker performance from China, which are weighing on external global demand.

Despite the external slowdown, the Maltese economy continued to outperform in the
first half of 2023. Real GDP grew by 4.4 per cent, while nominal GDP grew by 10.3 per
cent, driven primarily by net exports.

On the domestic front, consumption exhibited strong growth in the first half of 2023,
growing at 7.0 per cent in real terms, reflecting a robust labour market, as well as an
element of the release of excess savings accumulated during the pandemic. Public
consumption during this period decreased by 1.0 per cent compared to the first half
of 2022. Gross fixed capital formation (GFCF) declined by 17.5 per cent, mainly due to
large one-off projects outlaid in the previous year that produced strong base effects.
As a result, despite strong household consumption, domestic demand contributed
negatively to growth in the first half of the year.

On the external front, during the first half of 2023, Malta exhibited a robust net export
contribution of 5.8 percentage points, which was mostly a result of the decline in imports.
Exports saw a modest increase of 0.5 per cent compared to the same period in 2022,
despite the strong performance of tourism. In line with the decline in investment, which
is relatively import-intensive in Malta, imports decreased by 3.3 per cent. Inventories
contributed 0.1 percentage points to growth.

During the first half of 2023, nominal Gross Value Added (GVA) registered a growth
rate of 12.0 per cent. The services sector was the main driver behind this expansion,
contributing 10.1 percentage points, followed by the industrial sector (1.9 percentage
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points), while the primary sector did not materially contribute to GVA growth. The top-
performing sectors in the first half of 2023 were the Financial and insurance activities
sector, which grew by 30.8 per cent, followed by the Industrial sector (21.6 per cent),
the Professional and administrative services sector (17.0 per cent), the Real estate
activities sector (13.6 per cent), and the Wholesale and retail trade, Transportation, and
Accommodation and food services sectors (13.3 per cent).

The distribution of income gains during the first half of 2023 favoured corporations,
with gross operating surplus growing by €476.8 million (11.6 per cent), compared to
the €320.7 million (8.9 per cent) growth in compensation of employees. This resulted
in corporate profits and mixed income accounting for 50.4 per cent of nominal GDP,
while the percentage share of compensation of employees amounted to 43.1 per
cent. Compensation of employees experienced broad-based growth, with the highest
growth rates recorded in the Real estate activities sector at 17.2 per cent, followed by
the Professional and administrative services sector at 16.2 per cent, the Financial and
insurance activities sector at 14.3 per cent, and the Agriculture, forestry, and fishing
sector at 10.5 per cent.

The Maltese economy is expected to maintain its positive momentum in the second half
of the year, albeit with somewhat slower growth. This is consistent with an assumed
slowdown in the global economy and the expected mechanical decline in investment
due to base effects. In real terms, the Maltese economy is projected to grow by 4.1
per cent in 2023. Net exports are expected to be the main driver of economic growth,
contributing 5.7 percentage points, while domestic demand is expected to have a
negative contribution of 1.6 percentage points, in line with first half developments.

Private consumption is projected to increase by 6.1 per cent in 2023. Strong employment,
consistent with short-term indicators, accumulated savings, and moderate income
growth are expected to drive this increase in consumption. Although consumer
confidence indicators suggest some slowdown, the financial situation of households
remains sound. As a result, there is an expectation of a moderate deceleration in the
second half of the year, also reflecting the deceleration observed in the second quarter
of the year relative to the first quarter. Public consumption is expected to grow by 2.8
per cent, driven by compensation of employees and intermediate consumption.

GFCF is projected to contract by 18.9 per cent in 2023, primarily due to substantial base
effects resulting from extraordinary investments expenditures in the private sector in
2022. It is worth mentioning that the inherently volatile nature of GFCF makes it relatively
challenging to forecast, especially in the current circumstances of high uncertainty.
Hence, when forecasting investment, a relatively prudent approach is normally followed,
factoring in only those projects that have a strong political commitment or a high
probability of realisation, while assuming a relatively high import content.

During the first half of this year, exports performed below expectations. Nevertheless,
it is anticipated that export growth will improve in the second half of the year. This is
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expected to be driven by a decline in inflationary pressures, the continued easing of
supply disruptions, and a further strengthening of tourism demand. In particular, from
January to August, the number of inbound tourists nearly reached 2.0 million, which
amounts to 107.4 per cent of 2019 levels during the same period. As a result, exports are
expected to increase by 2.6 per cent in 2023. On the other hand, imports are expected
to decline by 0.9 per cent, reflecting a weak performance in the first half of the year
and a continuation of investment base effects until the end of the year.

In 2024, the Maltese economy is projected to grow by 4.2 per cent in real terms, and
by 7.4 per cent in nominal terms. Domestic demand is anticipated to be the primary
driver of growth, contributing 3.6 percentage points, while net exports are expected
to contribute 0.6 percentage points to growth, which is in line with the assumption of
a persistently weak external environment.

Private consumption is projected to increase by 4.5 per cent, driven by a robust labour
market, wage growth, and a sustained deceleration in inflation. While still robust, the
projected slowdown in consumption growth can be attributed to the return of consumer
demand to more typical levels following the rapid recovery in the wake of the post-
COVID period, a result of pent-up demand which is now expected to start easing. Public
consumption is expected to grow by 2.8 per cent. Moreover, investment is anticipated
to grow by 5.5 per cent, as it is projected to return to its historical investment-to-GDP
ratio following a substantial one-off increase in 2022.

On the international front, in 2024, exports are expected to regain some momentum
and grow by 3.9 per cent, aligning with a slightly more optimistic global economic
outlook. Nevertheless, in light of the expectation of subdued growth among our primary
trading partners, and an expected stabilisation in certain export-oriented sectors, export
growth has been revised downward from the Update of the Stability Programme (USP)
projection of 5.2 per cent. Imports, on the other hand, are expected to rebound with a
growth rate of 3.9 per cent in 2024, in harmony with sustained domestic demand and
export growth.

Table 2.1 below presents the main macroeconomic indicators for the period 2020 to
2024. The figures for the period 2020 to 2022 are based on the latest data released by
the National Statistics Office (NSO) under the European System of National and Regional
Accounts (ESA 2010), whereas the figures presented for 2023 and 2024 are projections.
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Main Macroeconomic Indicators

Table 2.1

2020 2021 2022 2023p 2024p
GDP growth at current market prices (%) -6.5 14.5 12.6 9.7 7.4
GDP growth at Chain Linked Volumes by period (Reference year 2010) (%)™ -8.1 12.3 6.9 41 4.2

Expenditure Components of GDP at Current Market Prices by period (%)

Private final consumption expenditure® -9.6 9.6 15.4 12.5 8.2
General Government final consumption expenditure 18.2 9.0 6.2 7.7 5.6
Gross fixed capital formation -5.1 154 39.9 -13.9 7.3
Exports of goods and services -0.9 9.7 11.8 6.2 6.9
Imports of goods and services 2.3 7.0 588 2.5 6.7

Expenditure Components of GDP at Chain Linked Volumes by period (Reference year 2010) (%)

Private final consumption expenditure® -10.6 8.3 9.5 6.1 4.5
General Government final consumption expenditure 14.9 6.5 2.3 2.8 2.8
Gross fixed capital formation -5.8 12.7 31.2 -18.9 5.5
Exports of goods and services -1.8 7.5 6.8 2.6 3.9
Imports of goods and services 1.5 5.0 10.1 -0.9 3.9
Inflation rate (%) 0.8 0.7 6.1 5.7 3.7
Employment growth (Full-Time Equivalents) (%) 3.6 3.2 6.4 4.7 4.4
Unemployment rate (Harmonised definition, Eurostat) (%) 4.4 3.4 29 2.7 2.7
Compensation per employee (% change) -1.3 4.7 &5 41 43
Labour productivity (% change) -11.3 8.8 0.5 -0.5 -0.2
Nominal Unit Labour Cost (% change) 11.2 -3.7 3.0 4.7 4.6
Real Unit Labour Costs (% change) 9.3 -5.6 -2.2 -0.6 15

() Users should note that chain-linking gives rise to components of GDP not adding up to the aggregate real GDP series. This non-additivity, similar to that in
other countries’ national accounts, is due to mathematical reasons and reflects the fact that chain-linked volumes are calculated by separately extrapolating both
totals and their sub-components.

@1ncludes NPISH final consumption expenditure.

2.1.1 Assumptions for Projections

The macroeconomic forecasts presented in this Draft Budgetary Plan are based on the
following assumptions:

1. Economic activity in Malta’s main trading partners is expected to increase by 0.5 per
cent in 2023 and accelerate slightly to 0.7 per cent in 2024.

2. Oil prices are expected to drop from $100.8 per barrel in 2022 to $84.3 in 2023 and
$84.2 in 2024.

3. The short-term interest rate is expected to increase to 3.7 per cent in 2023. It is then
assumed to increase slightly to 4.1 per cent in 2024. The long-term interest rate is
assumed to reach 3.7 per cent in 2023 and 3.9 per cent in 2024.

4. The USD/EUR exchange rate is expected to appreciate to 1.0840 and 11078 in 2023
and 2024 respectively, representing a 3.5 per cent appreciation of the Euro in 2023
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and 2.2 per cent in 2024. The STG/EUR exchange rate is expected to average 0.8656
in 2023 and 0.8677 in 2022, representing a depreciation of 0.3 per cent in 2023 and
an appreciation of 0.4 per cent in 2024.

5. Starting from the third quarter of 2023, changes in inventories are not expected to
materially contribute to GDP growth.

6. World prices, weighted by Malta’s main trading partners, are assumed to decrease
by 0.3 per cent in 2023 and to increase by 0.5 per cent in 2024.

7. While inflationary pressures are assumed to be persistent throughout 2023 and 2024,
albeit at a decelerating rate, a wage-price spiral is not anticipated. This is because
the substantial profit margin growth in 2021 and 2022 should enable businesses to
absorb wage increases without having their profit-margin falling below pre-pandemic
profit levels. Some pass-through of higher wages to consumer prices in domestic
services is however anticipated.

8. The interest-rate passthrough is assumed to remain very limited, in line with the
historic standard and ample bank liquidity.

2.1.2 Employment Prospects

Throughout the first half of 2023, the employment rate (15-64) stood at 78.8 per cent,
reflecting a 1.3 percentage point increase compared to the corresponding period
in the previous year. Expectations point towards the persistence of strong labour
demand owing to employment shortages and continued growth, which is projected
to sustain employment growth during the latter half of this year, albeit at a more
gradual pace in alignment with a slightly moderated outlook. Subsequently, a 4.7 per
cent rise in employment (full-time equivalents definition) is projected for 2023, while
the unemployment rate is projected at 2.7 per cent. Moving into 2024, employment is
expected to grow by 4.4 per cent, reflecting the anticipated resilience of labour demand,
with the unemployment rate projected to remain stable at 2.7 per cent.

2.1.3 Inflation

In August 2023, Harmonised Index of Consumer Prices (HICP) inflation stood at 5.0 per
cent in Malta, while the 12-month moving average stood at 6.6 per cent. This indicates
that inflation has been declining gradually after peaking at the end of 2022. In the Euro
Area, the HICP inflation rate stood at 5.2 per cent in August, while the 12-month moving
average stood at 7.7 per cent. Therefore, while Malta has observed lower inflation during
the past year when compared to other European countries, domestic inflation is now
converging towards the European average.

Inflationary pressures appear to be abating across most categories, albeit core inflation,
which excludes energy and volatile food, remains high. Although high inflation is broad-
based, it is mostly being driven by the prices of services and food, partly reflecting the
lagged transmission of added costs across the economy. Moreover, inflation in housing
services remains sticky, which can be partly attributable to continued domestic demand,
while food prices are only declining gradually. In this context, HICP inflation is expected
to reach 5.7 per cent this year.
I 4@
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In 2024, a moderation in food inflation is expected, in line with the expected stabilisation
in global commodity prices, while the strengthening of the Euro should put downward
pressures on imported inflation. However, services inflation is set to remain elevated,
partly owing to strong wage growth in a context of a tight labour market, in addition
to resilient domestic demand. To this end, inflation is anticipated to decelerate to 3.7
per cent in 2024.

2.1.4 Sectoral Balances

Appendix Table 1.d provides an overview of the projections of the goods and services
balance. Current account projections will not be produced as part of this forecast round
due to expected substantial revisions in the December news release for the Balance of
Payments.

2.2 Comparison to Commission’s Latest Forecast

It is noteworthy that the European Commission (EC)’'s forecast does not incorporate
the most recent national accounts data released by the NSO. This data has revealed
positive surprises in the first half of the year, partly owing to significant revisions in the
first quarter figures. The Ministry for Finance and Employment (MFE)'s forecasts, on
the other hand, are grounded on this updated data. Additionally, the MFE's forecasts
encompass the latest external data and projections, which hold great significance for
a small and open economy, particularly in light of the current dynamic circumstances.

In the EC's Spring forecast, Malta's GDP growth rate was projected to reach 3.9 per cent
in 2023 and 4.1 per cent in 2024, with net exports anticipated to drive growth in 2023
and domestic demand in 2024, which is in line with MFE’s projections. This implies that
the MFE's real GDP forecast is 0.2 percentage points higher in 2023 and 0.1 percentage
point higher in 2024. Nevertheless, it's worth highlighting that the MFE's projections
for 2023 indicate a negative domestic demand contribution, whereas the EC foresees a
positive contribution. This contrast predominantly stems from the EC's earlier anticipation
of a less significant decline in investment. In contrast, in 2024, both sets of projections
align closely both in terms of growth and composition.

2.3 Potential Output and the Output Gap

The estimation of potential output and the output gap relies on the widely accepted
Production Function methodology. Any disparities between the estimates from the EC
and MFE can be attributed to variations in macroeconomic expectations.

Chart 2.1 depicts recent potential output and output gap developments, as well as
projections. From 2013 to 2022, the average growth in potential output stood at 5.9 per
cent. A gradual stabilisation is anticipated over the forecast horizon, with potential output
growth expected to average 4.4 per cent. Consequently, the output gap (expressed as
a percentage of potential GDP) is projected to be negative at -0.5 per cent in 2023 and
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Chart 2.1
Malta's Potential Output Growth and Output Gap Estimates
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-0.6 per cent in 2024, indicating that the Maltese economy will operate slightly below
its potential. The primary contributors to potential growth are expected to be labour,
followed by capital accumulation, and total factor productivity.

2.4 Comparison with the MFE Spring Forecasts

In the first half of this year, the Maltese economy continued to display resilience and
growth, aligning with the USP projections, registering a growth rate of 4.4 per cent,
surpassing our initial projection of 4.1 per cent. It is worth noting that the composition
of this growth has exhibited some variations from the USP projections. Consumption
levels have surpassed initial expectations, investment has taken a more negative turn
due to base effects, and export growth has proven to be considerably more subdued
compared to initial expectations.

The economic outlook presented in this version of the Draft Budgetary Plan maintains
GDP growth at 4.1 per cent. The contribution of domestic demand is now expected to be
negative, in contrast to the slightly positive outlook in the USP. This shift is attributable
to a substantial downward revision in the investment projection coupled with a relatively
small downward revision in Government consumption, despite a more robust outlook
for consumption. Correspondingly, net exports are expected to strengthen largely due
to a downward revision in imports driven by investment base effects. Exports, while
revised downward from 4.3 per cent in Spring to 2.6 per cent in this forecast round, are
anticipated to improve in the final quarters of the year owing to an optimistic tourism
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outlook, decreasing inflationary pressures, and improved prospects for global economic
growth.

The growth projection for 2024 has been revised downwards from 4.5 per cent in MFE's
Spring forecast to 4.2 per cent. This revision is primarily attributed to a diminished
contribution of net exports to GDP growth driven by more stable exports, in view of a
more subdued outlook for the global economy due to the lagged effects of monetary
policy tightening. On the other hand, the downward revision in imports is smaller
compared to the revision in exports. Imports are expected to be supported by stronger
consumption and a faster investment recovery, while the downward export revision
would reduce demand for imports.

2.5 Sensitivity Analysis

The macroeconomic forecast is the economic foundation of the Government’s fiscal
policy targets presented in this Plan. In this context, the macroeconomic forecasts
balance the need to strive for forecast accuracy with the need to maintain a measure
of prudence. This is complemented by the assessment of past forecasting performance
and a rigorous and scientific quantification of macroeconomic risk, based on research
carried out by the Economic Policy Department (EPD) within the MFE.

This section provides an assessment of forecast uncertainty and the balance of risk
surrounding the macroeconomic forecasts in this Programme. The analysis is in line
with the requirements of Council Directive 2011/85/EU of the EU on the requirements
for budgetary frameworks of the Member States.

2.5.1 The Accuracy of Past Forecasting Performance

The updated analysis reveals a tendency of underestimating GDP growth, resulting in
a downward bias in the GDP growth projections from previous years. This is primarily
a result of significant statistical revisions in the national accounts data, and exogenous
shocks that cannot be predicted by the macroeconomic forecasting model.

While the one-year ahead forecasts, excluding the 2020 crisis, display a root-mean
squared error (RMSE) of 4.4, it is notable that the sample size employed is rather small
and the earliest available forecast is that of 2004. The small sample size, the recession
of 2020 and the subsequent recovery, in addition to statistical revisions, play an undue
influence on this evaluation and limit comparability with the forecast accuracy displayed
by other economies with a longer forecast horizon.

The evaluation of risk and uncertainty in the current set of macroeconomic projections
presented in this Programme relies on an ex-ante analysis of past forecast errors, which
determine the level of uncertainty, and an ex-post assessment of the balance of risk based
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on several alternative but plausible economic scenarios generated with the forecasting
model used by the EPD.

2.5.2 The Balance of Risks

To determine the balance of risks surrounding the macroeconomic forecasts, eight
alternative model-based growth projections were carried out:

1. Improved economic activity in Malta’s main trading partners, as indicated by the
upper bound projections of the Consensus Forecasts publication.

2. Weaker economic activity in Malta’s main trading partners, as indicated by the lower
bound projections of the Consensus Forecasts publication.

3. Higher interest rate scenario, reflecting persistent inflationary pressures, leading
to a tighter monetary stance by the European Central Bank (ECB). In this scenario,
short-term interest rates peak at a higher rate, and are maintained at this level for a
longer period than assumed in the baseline. Long-term interest rates are gradually
increased throughout the forecast horizon.

4. Downside tourism scenario, which assumes that inbound tourism starts to moderate
in 2024, as pent-up demand for travel services following the pandemic eases off and
high fuel costs constrain tourism demand especially from distant source markets.

5. Euro appreciation scenario, reflecting a strengthened Euro in 2024, such that the
USD/EUR exchange rate returns to the long-term average at a faster pace when
compared to the baseline.

6. A lower competitiveness scenario, which assumes that some services sectors which
have been observing notable growth in recent years reach a peak maturity phase.

7. Higher consumption scenario, where private consumption is more resilient than the
conservative projection in the baseline scenario, supported by a stronger labour
market and a faster recovery in household purchasing power.

8. A scenario that assumes that subdued global economic activity, lagged effects of
monetary policy tightening, and stronger euro, leads to a faster decline in inflation
when compared to the prudent estimate in the baseline.

These represent scenarios that are plausible alternatives to the baseline projections.
While economic judgement influences the choice of these scenarios, this judgement is
also underpinned by the constant monitoring of prevailing economic conditions and is
supported by various meetings with stakeholders and regulators operating within the
Maltese economy.

Among the alternative forecasts projections, a more detailed description is provided for
the alternative growth and interest rate scenarios, as required by the Directive.
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2.5.2.1 Improved Global Economic Growth

This scenario models the risk that economic growth in Malta’s main trading partners
turns out higher than anticipated in the baseline. The global growth rate, weighted by
Malta’s trade with partner countries, is increased by 0.3 percentage points in 2023, and
by 0.8 percentage points in 2024. The higher economic growth rates in Germany, France,
Italy, the UK, and the US are based on the Consensus Forecasts of September 2023,
assuming the most optimistic growth figure for each trading partner in 2023 and 2024.

Overall, stronger external demand would lead to a 0.3 percentage points increase in
real GDP growth followed by an upward revision of 1.0 percentage point in 2024. In this
risk scenario, the budget balance would be relatively unaffected in 2023, and it would
improve by 0.4 percentage points in 2024.

2.5.2.2 Weaker Global Economic Growth

In this scenario, lower growth rates for Malta’s main trading partners are assumed
compared to the baseline. The lower economic growth rates in Germany, France, Italy,
the UK, and the US are based on the Consensus Forecasts of September 2023, assuming
the lowest growth figure for each trading partner for the forecast years 2023 and 2024.
In this scenario, global economic growth, weighted by Malta’s main trading partners,
declines by 0.3 percentage points in 2023 and by 1.0 percentage point in 2024.

The deterioration in external demand leads to a more pronounced weakening of export
growth compared to the decline in imports. This subdued performance would result in
a downward revision in real GDP growth of 0.3 percentage points in 2023, and by 1.1
percentage points in 2024. The budget balance would be relatively unaffected in 2023,
but it would weaken by 0.5 percentage points in 2024.

2.5.2.3 Interest Rate Scenario

The underlying monetary assumption in the baseline is that the ECB increases its main
policy rates to a peak by 2023, before gradually lowering borrowing costs at the end
of the second quarter of 2024, in line with market expectations. This scenario attempts
to model stickier inflation in the Euro Area, leading to a tighter monetary policy stance
by the ECB. Therefore, in this scenario, policy rates are hiked further in 2023 and are
kept at their peak throughout 2024. This implies that short-term rates are increased by
25.0 basis points in the last quarter of 2023, while revised upwards by an average of
50.0 basis points in 2024. Moreover, long-term rates are assumed to rise by 50.0 basis
points in 2024 when compared to the baseline.

Rising interest rates would dampen investment and alter consumption patterns,
increasing debt repayments and savings, which hampers household spending. However,
it is worth noting that historical data and the latest monetary policy tightening both
show incomplete interest rate pass-through to domestic lending rates. The effect of
this scenario on real GDP growth would be marginal for 2023, while it would decline by

.
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0.2 percentage points in 2024 relative to the baseline. The budget balance would be
unaffected in 2023, before deteriorating by 0.1 percentage points in 2024.

It is important to note that, given the exogenous nature of exchange rates in the
forecasting model, the influence of higher interest rates does not affect the exchange
rate assumption.

2.5.3 Alternative Models Forecasts

The MFE has developed eight alternative forecasting models, which encompass model-
free statistical forecasts (two Holt-Winters Seasonal Smoothing Methods), model-based
univariate forecasts (two ARIMA models, and one least squares model), and model-based
multivariate forecasts (three VAR models). These models assist the MFE in benchmarking
the results derived from the main macro-econometric model.

For 2023, the simple average of all models including VAR models suggests that GDP is
expected to increase by approximately 4.3 per cent, while the average of VAR models
also produces an estimate of 4.3 per cent. In contrast, for 2024, the simple average
of all models suggests a growth rate of 3.8 per cent, while the VAR model average
indicates GDP growth of 5.0 per cent. Consequently, the baseline GDP forecast for
2023 falls within the range produced by the alternative models, whereas for 2024, the
alternative models are generally less optimistic than the baseline, except for the VAR
models, which, on average, are more optimistic. However, given the prevailing risks and
uncertainties, a degree of caution has been incorporated into the baseline projections.
In fact, the alternative models provide a wide range within which the growth outcome
for 2024 could fall.

2.5.4 Uncertainty and the Balance of Risk Underlying the Macroeconomic
Projections

The uncertainty surrounding the macroeconomic projections is based on the past
forecast error variance of GDP. For the Autumn forecast, the standard deviation is
equal to 2.4 for the current year forecast, and 3.1 for the one-year ahead forecast. The
alternative model scenarios documented above are used to assess the balance of risks
based on the Pearson skewness indicator. This indicator shows that there are upside risks
for 2023, while risks are broadly balanced for 2024. Chart 2.2 represents the uncertainty
and the balance of risks surrounding the macroeconomic forecasts presented in this
Draft Budgetary Plan.

2.5.5 Risks to Fiscal Targets

The alternative macroeconomic scenarios documented above, can influence the
attainment of the general Government fiscal targets, thus underpinning alternative
fiscal conditions. Chart 2.3 illustrates the range of possible budget balance outcomes
conditional upon the realisation of these alternative scenarios. The evaluation of fiscal
risk conditional on macroeconomic risks also incorporates the variance resulting from
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Chart 2.2
Fan Chart with GDP Growth Forecasts
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the past forecast error of fiscal projections, based on a methodology similar to that
used for deriving the macroeconomic risk assessment. As a result, the risk assessment is
presented in the form of a probabilistic fan chart rather than point estimates. The budget
balance risk is skewed towards the upside in both 2023, and to a lesser extent in 2024.
From the alternative scenarios produced in this chapter, the worst-case scenario suggests
a downward revision of 0.1 and 0.5 percentage points in 2023 and 2024 respectively,
when compared to the baseline projection.

2.5.6 Alternative Output Gap projections and risks to Structural Fiscal Targets

This assessment has been extended to include risks to output gap projections and
subsequently the structural commitments outlined in this Programme. Accordingly,
alternative output gap forecasts corresponding with the sensitivity scenarios have been
conducted.

Alternative output gap forecasts range from -0.5 per cent of potential output to 0.6
per cent in 2023 and from -1.1 per cent of potential output to 0.9 per cent in 2024, as
illustrated in Chart 2.4.

Chart 2.4
Output Gap: Risk Assessment
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Macroeconomic forecasts
(Basic assumptions)

Appendix Table 0.i

Data Source 2022 2023p 2024p
Short-term interest rate (annual average) ECB 0.5 3.7 41
Long-term interest rate (annual average) ECB 24 3.7 3.9

ECB + Consensus Economics

USDI/€ exchange rate (annual average) (September 2023)

1.048 1.084 1.108

ECB + Consensus Economics

STG/€ exchange rate (annual average) (September 2023)

0.869 0.866 0.868

. . Eurostat + Consensus Economics
Real GDP Growth of main trading partners (September 2023) 1.8 0.5 0.7

Eurostat + Consensus Economics

Nominal GDP Growth of main trading partners (September 2023) 8.4 6.1 3.3
US Energy Information Administration
Oil prices (Brent, USD/barrel) (EIA) + Consensus Economics 100.78 84.27 84.18

(September 2023)

.
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Macroeconomic forecasts
(Macroeconomic prospects)
Appendix Table 1.a

€ million CLV rate of change
2010 Prices 9
ESA Code 2022 2022 2023p 2024p

1. Real GDP" B1*g 14,542 .4 6.9 4.1 4.2
2. Potential GDP 14,538.4 5.5 4.5 4.4

contributions:

- labour 21 2.6 2.6

- capital 2.8 1.5 15

- total factor productivity 0.6 0.4 0.4
3. Nominal GDP B1*g 17,212.5 12.6 9.7 74

Components of real GDP
4. Private final consumption expenditure® P.3 6,440.1 9.5 6.1 4.5
5. Government final consumption expenditure P.3 2,635.2 2.3 2.8 2.8
6. Gross fixed capital formation P.51 3,707.6 31.2 -18.9 5.5
7. Changes in inventories and net acquisition of
valuables (% of GDP) P.52 + P.53 - 1.0 1.0 1.0
8. Exports of goods and services P.6 24,476.2 6.8 2.6 3.9
9. Imports of goods and services P7 22,883.3 10.1 -0.9 3.9
Contributions to real GDP growth

10. Final domestic demand 12,782.9 10.7 -1.6 3.6
11. Changes in inventories and net acquisition of P52 + P53 166.6 01 0.0 00
valuables
12. External demand B.11 1,592.9 -3.7 5.7 0.6

(™ Users should note that chain-linking gives rise to components of GDP not adding up to the aggregate real GDP series. This non-additivity, similar to that in other
countries’ national accounts, is due to mathematical reasons and reflects the fact that chain-linked volumes are calculated by separately extrapolating both totals
and their sub-components.

@Includes NPISH final consumption expenditure.
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Macroeconomic forecasts
(Price developments)
Appendix Table 1.b

Index™ rate of change
2022 2022 2023p 2024p
1. GDP deflator 133.4 5.3 5.4 3.1
2. Private consumption deflator 123.3 5.4 6.0 3.5
3. HICP (Index = 2015) 113.7 6.1 5.7 3.7
4. Public consumption deflator 135.2 3.8 4.7 2.7
5. Investment deflator 127.5 6.7 6.3 1.6
6. Export price deflator (goods and services) 130.5 4.7 3.5 29
7. Import price deflator (goods and services) 126.1 4.7 34 2.7

(@ Index (base 2010 unless otherwise indicated)

Macroeconomic forecasts
(Labour market developments)
Appendix Table 1.c

€000s rate of change
ESA Code 2022 2022 2023p 2024p
1. Employment' 283.3 6.4 4.7 4.4
2. Employment, hours worked? 532,793.2 4.2 4.7 4.4
3. Unemployment rate (%)? 8.5 2.9 2.7 2.7
4. Labour productivity, persons* 48.6 0.5 -0.5 -0.2
5. Labour productivity, hours worked* 0.5 -0.5 -0.2
6. Compensation of employees DA 7,390.7 9.9 9.0 8.9
7. Compensation per employee* 29.8 3.5 4.1 4.3

1 Levels expressed in headcount employment (National Accounts Definition). Growth rates in Full-Time Equivalents (FTEs).
2 Forecasts based on FTEs, assuming no change in hours worked.
3 Harmonised definition, Eurostat; levels.

“Based on FTEs.

.
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Macroeconomic forecasts
(Sectoral balances)

Appendix Table 1.d % GDP
Percentages of GDP ESA Code 2022 2023 2024
1. Net lending/ borrowing -1.5 - -
vis-a-vis the rest of the world B.9

of which:

Balance on goods and services 111 17.6 17.7
Balance of primary incomes and transfers -14.2 - -
Capital account 1.5 - -
2. Net lending/ borrowing of the private sector B.9 3.2 - -
3. Net lending/ borrowing of general Government EDP B.9 -5.7 - -
4. Statistical discrepancy 1.0 - -
Current Account -3.0 - -
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CHAPTER 3

General Government Budgetary
Developments







3. General Government Budgetary Developments

In the context of the deactivation of the general escape clause as of 2024 and the need
for prudent fiscal policies, the 2024 Draft Budget Plan (DBP) ensures convergence to
the 3.0 per cent of Gross Domestic Product (GDP) deficit reference value and for debt
to be kept at prudent levels in the medium-term. The fiscal targets comply with the
fiscal adjustment criteria set out in the Commission reform orientations.

For the coming year, the Government intends to continue to pursue a gradual and
sustainable consolidation, combined with investment and reforms conducive to higher
sustainable growth, to achieve a prudent medium-term fiscal position. Nevertheless,
the general Government balance continues to be impacted by fiscal policy measures
adopted to mitigate the economic and social impact of the increase in energy prices,
including cuts to indirect taxes on energy consumption and subsidies on petroleum
products and energy production to compensate for the price increase of imported
fuels, electricity and other basic commodities. In spite of this, the fiscal targets ensure
that the structural deficit is brought down to 3.0 per cent of potential GDP over the
medium-term, by also limiting the nominal increase in nationally financed net primary
expenditure in 2024 to less than 5.9 per cent.

It is the intent of the Maltese Government to preserve nationally financed public
investment and ensure the effective absorption of Recovery and Resilience Facility
(RRF) grants and other European Union (EU) funds, in particular to foster the green and
digital transitions over the medium-term. The Government’s approach centres around
a long-term socio-economic vision based on five core principles: good governance,
improving the quality of life for all citizens, investing in education, revitalizing Malta’s
infrastructure, and achieving a carbon-neutral economy by 2050. The 2023 National
Reform Programme (NRP) outlined the Government’s overarching strategy, emphasizing
the interconnectedness of these key areas. By adopting complementary policies, the
Government aims to achieve multiple objectives simultaneously.

This strategy is reinforced by the implementation of the national Recovery and Resilience
Programme (RRP), which encompasses major national policies for sustainable growth
and enhancing competitiveness. Projected receipts and expenditure financed from
the RRF are outlined in Appendix Table 9.a and Appendix Table 9.b. Funding for high-
quality investment projects is also sourced from the Multiannual Financial Framework
(MFF) covering the period 2021-2027. EU funds will specifically support the green
transition, energy security, and digital transformation initiatives. Additionally, funds will
be allocated to foster a sustainable blue economy, enhance the resilience of the fishing
and aqguaculture sectors, and provide support for individuals to acquire new skills,
employment opportunities, and social inclusion.
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3.1 Budgetary targets

The general Government deficit ratio for 2023 is expected to decrease to 5.0 per cent
of GDP. This reduction primarily stems from lower expenditure on subsidies relative to
GDP. Whilst the 2023 Government balance is set to benefit from the discontinuation
of the COVID-19 temporary emergency measures, which are expected to improve the
budget balance by 1.3 percentage points of GDP, the Government’s fiscal position in 2023
continues to be affected by the economic and social repercussions of increased energy
prices. These measures, an extension from 2022, include reductions in indirect taxes on
energy consumption and subsidies to compensate for the higher cost of imported fuels
and electricity, and other basic commodities. The total cost of these support measures
is expected to amount to 1.7 per cent of GDP in 2023, 0.8 percentage points lower than
in 2022. Meanwhile, higher ‘other’ revenue has a broadly neutral impact on the general
Government balance, reflecting a higher ratio-to-GDP for gross fixed capital formation
and capital transfers.

The general Government debt-to-GDP ratio is expected to increase from 52.3 per cent
at the end of 2022 to 53.1 per cent by the end of this year. The expected increase in
the debt-to-GDP ratio in 2023 is mainly on the back of the expansionary contribution
stemming from the stock flow adjustment (SFA), in part offset by an improvement in
the primary balance. Furthermore, the debt-to-GDP ratio is expected to increase by a
further 2.5 percentage points in 2024 to 55.6 per cent, though still below the 60.0 per
cent threshold. Developments in the gross Government debt and the contributors to
developments in the debt-to-GDP ratio are presented in Table 2.b.

Budgetary Targets
General Government debt developments

Table 2.b % GDP
2022 2023 2024 2025 2026
1. Gross debt * 52.3 53.1 55.6 56.6 57.2
2. Change in gross debt ratio -1.7 0.8 2.5 1.0 0.6
Contributions to changes in gross debt
3. Primary balance 4.8 3.8 3.2 2.6 2.0
4. Interest expenditure 1.0 1.1 1.3 14 1.5
5. Stock-flow adjustment -1.4 0.4 1.6 0.4 0.5
p-m.: Implicit interest rate on debt ? 2.0 23 2.7 2.7 29

" As defined in Regulation 479/2009.

2 Proxied by interest expenditure divided by the debt level of the previous year.

.
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3.1.1 Updated Budgetary Plans for 2023

The 2023 general Government balance was revised downwards by €36.3 million,
compared to the estimated deficit of €972.0 million outlined in the 2023 DBP. While the
total revenue component was revised upwards from €6,475.8 million projected in the
DBP 2023 to €6,614.9 million, the total expenditure component was revised upwards
from €7,447.8 million being reported in the DBP 2023 to €7,550.6 million.

General Government Budgetary Execution and Prospects

Table 3.1 € millions

2023 2024
ESA Code USP 2022 DBP 2023 DBP 2024 USP 2023 DBP 2024

Forecast Forecast Forecast Forecast Forecast
Net lending (+)/net borrowing (-)
1. General Government S.13 -759.0 -972.0 -935.7 -847.2 -919.7
2. Central Government S.1311 -757.8 -970.8 -934.5 -846.0 -918.5
3. State Government S.1312 - - - - -
4. Local Government S.1313 -1.2 -1.2 -1.2 -1.2 -1.2
5. Social Security funds S.1314 - - - - -
For the General Government
6. Total Revenue TR 6,288.0 6,475.8 6,614.9 6,751.2 6,901.9
Of which
Taxes on Production and Imports D.2 1,967.4 1,985.7 1,981.4 2,035.7 2,161.1
Current Taxes on Income, Wealth, etc. D.5 2,383.4 2,423.1 2,483.7 2,617.2 2,636.2
Capital Taxes D.91 24 .4 25.8 27.5 26.5 29.4
Social Contributions D.61 991.4 1,021.8 1,046.9 1,128.0 1,124.4
Property Income D.4 791 84.2 57.7 61.0 63.2
Other @ 842.3 935.2 1,017.6 882.8 887.6
7. Total Expenditure TE 7,047.0 7,447.8 7,550.6 7,598.4 7,821.6
Of which
Compensation of employees D.1 2,006.6 1,952.1 1,988.8 2,087.5 2,138.1
Intermediate Consumption P.2 1,529.1 1,408.8 1,536.7 1,610.5 1,568.9
Social Payments D.6 1,580.9 1,621.5 1,612.8 1,730.9 1,736.8
Interest Expenditure D.41 174.7 2271 209.2 288.6 273.1
Subsidies D.3 478.7 859.1 721.4 572.1 666.6
Gross Fixed Capital Formation P.51 693.6 681.6 843.6 616.8 778.2
Capital Transfers D.9 199.7 198.3 179.6 189.5 129.6
Other © 383.7 499.3 458.4 502.5 530.4
8. Gross Debt © 9,812.9 10,372.3 10,024.5 10,992.0 11,273.9

Notes:

@ P11+ P12+ P131 + D.39rec + D.7rec + D.9rec (other than D.91rec).

' D.29 + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.5M + NP + D.8.

() As defined in Council Regulation (EC) No 479/2009 (OJ L 145, 10.6.2009, p. 1).
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Total revenue is expected to turn out €139.1 million more than projected last autumn.
The better-than-expected outcome in revenue mainly reflects higher ‘other’ revenue and
current taxes on income and wealth, the latter reflecting a stronger than anticipated
growth in wages and corporate profits. This positive performance is expected to be
partly offset by lower revenue from property income.

Meanwhile, higher than targeted expenditure compared to the estimates outlined in the
2023 DBP of €102.8 million is mainly attributable to higher than anticipated gross fixed
capital formation (GFCF) and higher intermediate consumption. It is pertinent to note
that higher outlays on GFCF are partly attributed to a different methodology in working
out projections of GFCF, while higher intermediate consumption is mainly due to the
fiscal impact of inflationary pressures. These higher outlays were partly compensated
by lower than projected outlays on subsidies which declined due to the stabilisation
in energy prices at lower prices. Developments in the general Government budgetary
execution in 2023, between subsequent forecasts, are outlined in Table 3.1.

Budgetary Targets
General Government budgetary targets broken down by subsector

Table 2.a % GDP
ESA Code 2022 2023 2024 2025 2026
Net lending (+) / net borrowing (-) by sub-sector’ B.9

1. General Government S.13 -5.7 -5.0 -4.5 -4.0 -3.5

2. Central Government S.1311 -5.7 -4.9 -4.5 -4.0 -3.5

3. State Government S.1312 - - - - -

4. Local Government S.1313 -0.0 -0.0 -0.0 -0.0 -0.0

5. Social security funds S.1314 - - - - -

6. Interest expenditure D.41 1.0 1.1 1.3 1.4 1.5

7. Primary balance? -4.8 -3.8 -3.2 -2.6 -2.0

8. One-off and other temporary measures?® 0.1 0.0 0.0 0.0 0.0

8.a Of which one-offs on the revenue side: general 0.1 0.0 0.0 0.0 0.0

Government

8.b Of which one-offs on the expenditure side: 0.0 0.0 0.0 0.0 00

general Government

9. Real GDP growth (%) (=1 in Table 1.a) 6.9 4.1 4.2 4.3 4.1

10. Potential GDP growth (%) (=2 in Table 1.a) 5.5 45 4.4 4.5 4.6

11. Output gap (% of potential GDP) -0.1 -0.5 -0.6 -0.8 -1.3

. o .

12. Cyclical budgetary component (% of potential 0.0 02 03 04 06

GDP)

13. Cyclically-adjusted balance (1 - 12) (% of ) ) ) } }

potential GDP) 5.7 4.7 4.2 3.6 2.9

. T . o

14. Cy(_:hcally adjusted primary balance (13 + 6) (% of 47 36 29 22 A4

potential GDP)

15. Structural balance (13 - 8) (% of potential GDP) -5.7 -4.8 -4.3 -3.7 -3.0

'TR-TE=B.9.
2 The primary balance is calculated as (B.9) plus (D.41, item 6).

3 A plus sign means deficit-reducing one-off measures.
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3.2 Budgetary plans for 2024

In line with developments in the underlying macroeconomic projections, the budget
balance is expected to improve to a deficit of 4.5 per cent of GDP in 2024. In structural
terms, the general Government deficit is expected to improve from 4.8 per cent in 2023
to 4.3 per cent in 2024. General Government budgetary targets are outlined in Table
2.a. Table 7 compares the budgetary targets and projections at unchanged policies in
the DBP with those of the latest Update of the Stability Programme (USP).

The general Government balance for 2024 was revised slightly upwards by €72.5
million, compared to the estimated deficit of €847.2 million outlined in the 2023 USP.
This reflects higher estimated expenditure in 2024 (€223.5 million), in part offset by
the upward revision in general Government revenue of €150.7 million, when compared

Divergence from latest SP

Table 7 % GDP
ESA Code 2022 2023 2024 2025 2026

Real GDP growth

Stability Programme 6.9 4.1 4.5 4.6 4.2

Draft Budgetary Plan 6.9 41 4.2 4.3 4.1

Difference 0.0 0.0 -0.3 -0.3 -0.1
General Government net lending/ net borrowing EDP B.9

Stability Programme -5.8 -5.0 -4.3 -3.6 -2.9

Draft Budgetary Plan -5.7 -5.0 -4.5 -4.0 -3.5

Difference 0.1 0.0 -0.2 -0.5 -0.7

General Government net lending projection at

unchanged policies B
Stability Programme -5.8 -5.0 -5.0 -4.1 -3.3
Draft Budgetary Plan - -5.0 -2.6 -3.0 -2.8
Difference ! - 0.0 24 1.1 0.5
Total Revenue TR
Stability Programme 351 35.7 34.2 34.0 33.7
Draft Budgetary Plan 34.2 35.0 34.0 33.5 0.0
Difference -0.9 -0.7 -0.2 -0.5 -33.7
Total Expenditure TE
Stability Programme 40.9 40.7 38.5 37.6 36.6
Draft Budgetary Plan 39.9 40.0 38.6 37.6 0.0
Difference -1.0 -0.7 0.0 -0.0 -36.6
General Government gross debt
Stability Programme 53.4 54.5 55.7 56.2 56.1
Draft Budgetary Plan 52.3 53.1 55.6 56.6 57.2
Difference -1.1 -1.4 -0.1 0.4 11

" This difference refers to both deviations stemming from changes in the macroeconomic scenario and those stemming from the effect of policy measures
taken between the submission of the SP and the submission of the DBP. Differences are also due to the fact that the no-policy change scenario is defined
differently for the purpose of this Code of Conduct with respect to the Stability Programme.
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to the projections outlined in the 2023 USP. Higher than targeted expenditure is mainly
attributable to gross fixed capital formation (+€161.4 million) and subsidies (+€94.5
million), reflecting upward revisions to the estimated cost of energy measures in view of
anticipated inflationary pressures during the coming year. Additionally, higher expenditure
on compensation for employees of €50.6 million is also anticipated, reflecting the
expected impact of various public sector collective agreements. Downward revisions
in expenditure are mainly foreseen for capital transfers (-€59.9 million), intermediate
consumption (-€41.6 million) and interest expenditure (-€15.5 million).

The main revision in general Government revenue compared to the estimates outlined
in the 2023 USP relates to taxes on production and imports (€125 million) as for the
other revenue categories, a minimal revised change is estimated. Around half of the
upward revision reflects the base effect of the revised expected outturn in 2023. Higher
indirect tax revenue is also anticipated due to an upward revision in private consumption
expenditure and tourism exports, as well as revisions to the estimated sensitivity of
revenue streams to the underlying macroeconomic conditions. In addition, the use of
digital tools and data-led intelligence is expected to facilitate and increase the efficiency
and effectiveness of tax collection. Table 3.1a distinguishes the changes to the 2024
forecasts between successive reports due to the impact of the estimated outturn in
2024 (base effect), macroeconomic determinants, and other changes.

The general Government gross debt ratio is expected to increase by 2.5 percentage points
to 55.6 per cent of GDP in 2024, remaining below the 60.0 per cent Maastricht Treaty
threshold. The upward pressure emanating from the projected stock flow adjustment
and interest payments are expected to offset the positive impact of nominal GDP
growth. Developments in the general Government debt are presented in Table 2.b. Debt
developments data, consistent with the detailed budgetary targets and macroeconomic
forecasts, is complemented with data on contingent liabilities in Table 2.c. A detailed
account of the Stock-Flow adjustments can be found in Appendix Table 7.

3.2.1 Discretionary Measures

A list of the main discretionary measures included in the DBP and underpinning the
expenditure and revenue targets for 2024 is presented in Table 5.a. The net incremental
impact on the budget balance of temporary and permanent discretionary revenue
measures for 2024 (including those implemented in previous budgets but which will
still have an impact in 2024) is estimated to amount to 0.09 per cent. Meanwhile,
incremental discretionary expenditure measures (including those implemented in
previous budgets but which will still have an impact in 2024), are expected to improve
the budget balance of 2024 by 0.21 per cent of GDP. Overall, in 2024, the net impact of
discretionary revenue and expenditure measures, is expected to improve the budget
balance by 0.30 percentage points of GDP.

The economic and social impact of rising energy prices continues to influence the
Government's fiscal stance in 2024 by means of lower indirect taxes on energy
consumption and subsidies to counter the increased expenses related to imported fuels,
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General Government Budgetary Developments in 2024

Divergence from previous forecasts
Table 3.1a € millions

USP 2023 compared to DBP 2024

Divergence
Divergence due to Total
outturnin -7 economic revision
projections
Net lending (+)/net borrowing (-)
1. General Government S.13 84 31 -84 31
2. Central Government S.1311 84 31 -84 31
3. State Government S.1312 - - - -
4. Local Government S.1313 -0 -0 -0 -0
5. Social Security funds S.1314 - - - -
For the General Government
6. Total Revenue TR 89 35 27 255
Of which
Taxes on Production and Imports D.2 63 13 49 125
Of which
Value Added Type Taxes (VAT) D.211 40 14 42 96
Taxes on Financial and Capital Transactions D.214C -21 0 4 -17
Current Taxes on Income, Wealth, etc. D.5 18 14 -13 19
Of which
Taxes on Individual or Household Income D.51M 16 15 52 83
Taxes on the income or profits of Corporations D.510 6 -1 -27 -22
Capital Taxes D.91 10 0 -8 3
Social Contributions D.61 -2 7 -8 -4
Of which
Employers’ Actual Pension Contributions D.611 -5 4 -5 -6
Households’ actual social contributions D.613 -4 4 -6 -6
Property Income D.4 0 0 2 2
Other @ 0 0 5 5
7. Total Expenditure TE 5 3 215 223
Of which
Compensation of employees D.1 27 0 24 51
Intermediate Consumption P.2 0 0 -42 -42
Social Payments D.6 -4 3 6 6
Of which
Unemployment expenditure 1 3 -1 3
Interest Expenditure D.41 -16 0 1 -16
Subsidies D.3 35 0 59 94
Gross Fixed Capital Formation P.51 0 0 161 161
Capital Transfers D.9 0 0 -60 -60
Other ® -37 0 65 28
Notes:

@P.11 + P.12 + P.131 + D.39rec + D.7rec + D.9rec (other than D.91rec).
® D.29 + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.5M + NP + D.8.

A
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Table 2.c % GDP

2023 2024

Public guarantees 6.1 5.5

Description of discretionary measures included in the Draft Budget

(Discretionary measures taken by General Government)

Table 5.a
Target
. (Expenditure " . Introduced
(Ll Detailed description I Revenue Acc_ouptmg adopticn in Budget Incremental Budgetary Impact
measures principle Status
component) for...
ESA Code
2022 2023 2024 2025 2025
Property-related e ced tax on the transfer of immovable property D2,D5-R Accruals Temporary & 5444 5004 0.05 0.21 0.01 -0.01 0.01
taxation Adopted
Excise duty Energy support measures D2-R Accruals Pe/;?:;;r: & 2021 -0.13 0.02 0.01 0.01 0.01
Efficiency L . . ™ .
in Revenue Dlgltal_tgols and data-le_d intelligence to famll?ate and increase D2,D5-R Accruals Permanent & 2022 012 0.01 012 0.01 0.01
. the efficiency and effectiveness of tax collection Adopted
Collection
Personal Income Reduced tax rates on income from overtime work and part- D5-R Accruals Permanent & 2022 0.03 0.00 0.00 0.00 0.00
Tax time employment Adopted
Granting of Citizenship for Exceptional Services P10-R Accruals Pe:ggg;’: & 2014 0.33 0.20 0.03 -0.08 0.02
Other revenue measures, including measures legislated in previous Accruals Permanent & 0.06 0.01 0.01 0.01 0.01
budgets Adopted
COVID-19 Support Various medical supplies and equipment in relation to ~ Temporary &
Measure COVID-19 P2-E Accruals Adopted 2020 0.27 0.19 0.05 0.02 0.00
COVID-19 Support
Measure and . .
PostCOvID-1g  COVID-19 Business Assistance Programme and the D3-E Accruals Temporary & 2020 1.98 072 0.00 0.00 0.00
. Economic Regeneration Voucher Scheme Adopted
Economic
Regeneration Plan
ﬁOVID'w Support Government-guaranteed loans schemes D3-E Accruals Temporary & 2020 0.01 0.06 0.00 0.00 0.00
easure Adopted
ﬁOV'D'w Support g 0hort to the agricultural sector D3-E Accruals Temporary & 2021 0.01 0.02 0.00 0.00 0.00
leasure Adopted
AirMalta Financial support to the national airline D3-E Accruals Temporary & 2021 0.84 0.28 0.56 0.00 0.00
restructuring plan Adopted
Price stabilisation Energy support measures and commodity price and supply Accruals Temporary & 2020 168 076 0.29 0.81 0.41
support security measures Adopted
_distributi Measures to address housing affordability, pension adequacy
Re-distribution 1, {'the integration of vulnerable individuals in society: cash D6-E Accruals  Pemanent& ogi o023 025 -0.38 0.01 027 013
measures Adopted
payments by Government to households
Budget2024 o i Support Measures D6-E Accruals  Fermanent& 2024 0.00 0.00 013 013 0.00
Measures Adopted
Allocation for budgetary measures over the medium-term D7-E Accruals Planned 0.00 0.00 -0.02 -0.10 -0.10
COVID-19 Support . icm Support Schemes D9-E Accruals Temporary & - 551 8 2022 0.05 0.04 0.00 0.00 0.00
Measure Adopted
NDSF Projects financed from the National Development and Social D7, P5111 - E Accruals Permanent & 2018 0.05 0.09 0.07 0.01 0.01
Fund Adopted
Other expenditure measures, including measures legislated in previous Accruals Permanent & 0.02 0.01 0.03 0.02 0.02
budgets Adopted

-0.89 2.04 0.30 1.06 0.43

The impact is recorded in incremental terms - as opposed to levels - compared to the previous year’s baseline projection. The total figure is the total impact on the budget balance, as a revenue increasing measure is listed as positive,
while an expenditure decreasing measure is also positive. The contrary applies for negative figures, such that a revenue decreasing measure is negative and an expenditure increasing measure is also negative. Simple permanent
measures are recorded as having an effect of +/- X in the year(s) they are introduced and zero otherwise (the overall impact on the level of revenues or expenditures does not cancel out). If the impact of a measure varies over time,
only the incremental impact is recorded in the table. By their nature, one-off measures are recorded as having an effect of +/- X in the year of the first budgetary impact and -/+ X in the following year, i.e. the overall impact on the level
of revenues or expenditures in two consecutive years is zero. The measures may not add up to the total due to the marginal impact of measures legislated in previous’ years Budget, but which might nonetheless have a marginal
impact on the budget balance.

.
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electricity, and essential goods. The overall expenditure on these support initiatives is
anticipated to reach 2.0 per cent of GDP in 2024, an increase of 0.3 percentage points
compared to 2023.

Fiscal support related to Air Malta’s restructuring is not expected to accrue again in
2024, resulting in an improvement in the general Government balance of 0.56 per cent
of GDP in 2024.

By means of measures included in the 2024 Budget, the Government will further enhance
the overall well-being and quality of life through policies, programs, and initiatives aimed
at promoting social equality and inclusion. The expense associated with these diverse
support measures is projected to raise social spending by 0.13 per cent of GDP. This
does not include the added fiscal cost of measures enacted in previous Budgets, which
will be sustained and renewed by means of the 2024 Budget.

3.3 Expenditure and Revenue Targets

General Government expenditure and revenue targets are presented in Table 4.a, while
Table 4.b outlines the components necessary for the computation of the expenditure
benchmark. A breakdown of the general Government expenditure by function is
contained in the corresponding Table 4.c.i and Table 4.c.ii.

As a share of GDP, both revenue and expenditure are expected to decrease in 2024.
The revenue-to-GDP ratio is estimated at 34.0 per cent decreasing from 35.0 per
cent in 2023, while the expenditure ratio to GDP is projected to decline to 38.6 per
cent, from 40.0 per cent estimated in 2023. The decline in the revenue-to-GDP ratio
mainly reflects developments in ‘other’ revenue, which is expected to decline by 1.0
percentage point from 5.4 per cent of GDP in 2023 to 4.4 per cent in 2024, mainly
reflecting developments in capital transfers and investment grants. This is reflected in
similar declines in expenditure on gross fixed capital formation and capital transfers,
as expenditure on EU-funded capital projects is more moderate in the early years of
the programming period. Indeed, these developments are broadly deficit neutral, such
that the improvement in the general Government balance is mainly on account of lower
expenditure on subsidies relative to GDP, reflecting the phasing out of support to the
national airline. It is worth noting that the planned assistance in 2024 will be in the form
of a financial transaction not impacting the general Government balance, although it will
be recorded as a positive stock flow adjustment resulting in an increase in the debt ratio.
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Expenditure and Revenue Targets
(General Government expenditure and revenue targets, broken down by main components)
Table 4.a % GDP
ESA Code 2022 2023 2024 2025 2026

General Government (S13)

1. Total revenue target TR 34.2 35.0 34.0 335 33.3
Of which
1.1. Taxes on production and imports D.2 104 10.5 10.7 10.5 10.4
1.2. Current taxes on income, wealth, etc D.5 13.1 13.1 13.0 12.8 12.9
1.3. Capital taxes D.91 0.2 0.1 0.1 0.1 0.1
1.4. Social contributions D.61 5.8 5.5 5.5 5.5 5.4
1.5. Property income D.4 0.5 0.3 0.3 0.4 0.4
1.6. Other* 4.3 5.4 4.4 4.2 4.0
p-m.: Tax burden 29.6 294 294 29.0 29.0
(D.2+D.5+D.61+D.91-D.995)*
2. Total expenditure target TE? 39.9 40.0 38.6 376 36.8
Of which

2.1. Compensation of employees D.1 10.7 10.5 10.5 10.6 10.4
2.2. Intermediate consumption P.2 7.8 8.1 7.7 7.4 7.2
2.3. Social payments D.6M 8.6 8.5 8.6 8.6 8.5

of which Unemployment benefits 3 0.1 0.1 0.1 0.1 0.0

2.4. Interest expenditure (= item 6 in Table 2.a) D.41 1.0 1.1 1.3 1.4 15
2.5. Subsidies D.3 4.8 3.8 3.3 2.8 2.0
2.6. Gross fixed capital formation P.51G 34 4.5 3.8 4.2 4.7
2.7. Capital transfers D.9 0.8 1.0 0.6 0.3 0.2
2.8. Other ¢ 2.8 24 2.6 2.4 23

1P.10 + D.39rec + D.7rec + D.9rec (other than D.91rec).
2 Tax revenue, including those collected by the EU and including an adjustment for uncollected taxes and social contributions D.995), if appropriate.
? Includes cash benefits (D.621 and D.624) and in kind benefits (D.632) related to unemployment benefits.

“D.29pay + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.5M + NP + D.8.

Expenditure and Revenue Targets
(Amounts to be excluded from the expenditure benchmark)

Table 4.b % GDP

ESA Code 2022 2022 2023 2024 2025 2026

Level (€ millions)

1. Expenditure on EU programmes fully matched by

EU funds revenue 122.0 0.7 1.6 0.8 0.9 0.8
1.a of which ‘Investment fully matched by EU funds 321 0.2 0.7 0.4 0.4 0.4
revenue

2. Cyclical unemployment benefit expenditure * -0.56 -0.03 -0.02 -0.02 -0.02 -0.02

3. Effect of discretionary revenue measures 2 -105.9 -0.4 0.4 0.1 -0.1 -0.0

4. Revenue increases mandated by law - - - a o -

' The cyclical unemployment benefit expenditure is calculated by multiplying the gap between the Non-Accelerating Wage Rate of Unemployment (NAWRU) and the unemployment
rate (expressed in terms of the unemployment rate) by the total unemployment benefit expenditure. Data for the NAWRU and the unemployment rate is obtained from the latest
update of the AMECO Database, while data for the total unemployment benefit expenditure is as defined in COFOG under the code 10.5.

2 Revenue increases mandated by law is not included in the effect of discretionary revenue measures: data reported in rows 3 and 4 are mutually exclusive.

.
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General Government Expenditure by Function

General Government Expenditure on Education, Healthcare and Employment

Table 4.c.i
2023 2024
0, 0,
% of GDP % of 9G % of GDP % of 9G
expenditure expenditure

Education (= item 9 in table 4.c.ii) 5.4 13.5 6.3 13.7
Health (= item 7 in table 4.c.11) 5.6 141 5.4 14.0
Employment n.a. n.a. n.a. n.a.

General Government Expenditure by Function

Table 4.c.ii

Percentages of GDP COFOG Code 2023 2024
1. General public services 1 5.6 6.2

2. Defence 2 0.7 0.7

2}, Public order and safety S 1.2 1.2

4. Economic affairs 4 7.9 4.9

5, Environmental protection 5 1.6 1.3

6. Housing and community amenities 6 0.4 0.4

7.  Health 7 5.6 5.4

8. Recreation, culture and religion 8 1.4 1.0

9.  Education 9 5.4 6.3

10. Social protection 10 10.1 12.1

11.  Total Expenditure (=item 2 in Table 4.a) TE 40.0 38.6

A
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3.4 Expenditure and Revenue Targets under the No-Policy
Change Assumption

When excluding the fiscal impact of discretionary revenue measures in 2024, the tax
burden would have remained unchanged, with an implied elasticity of tax revenue
to GDP under the no-policy change scenario estimated at 1.0. As shown in Table 3,
developments mainly relate to taxes on production and imports, as growth in the
underlying macroeconomic base substantially exceeds overall GDP growth, thereby
raising temporarily the implicit elasticity to GDP in 2024. At unchanged policies, total
expenditure would decline by 3.5 percentage points of GDP, mainly reflecting a lower
ratio for underlying subsidies (when excluding the energy subsidies).

Expenditure and Revenue Projections under the no-policy change scenario *

(General Government expenditure and revenue projections at unchanged policies
broken down by main components)
Table 3 % GDP

ESA Code 2023 2024 2025 2026

General Government (S13)

1. Total revenue at unchanged policies TR 35.0 33.9 33.5 33.3
Of which
1.1. Taxes on production and imports D.2 10.5 10.6 10.4 10.4
1.2. Current taxes on income, wealth, etc D.5 13.1 13.0 12.8 12.9
1.3. Capital taxes D.91 0.1 0.1 0.1 0.1
1.4. Social contributions D.61 5.5 oI5 5.5 5.4
1.5. Property income D.4 0.3 0.3 0.4 0.4
1.6. Other 2 5.4 4.4 4.3 41
p.m.: Tax burden 294 29.4 29.0 29.0
(D.2+D.5+D.61+D.91-D.995)
2. Total expenditure at unchanged policies TE 40.0 36.5 36.5 36.2
Of which
2.1. Compensation of employees D.1 10.5 10.5 10.6 10.4
2.2. Intermediate consumption P.2 8.1 7.7 7.4 7.2
2.3. Social payments D.6M 8.5 8.3 8.6 8.6
of which Unemployment benefits * 0.1 0.1 0.1 0.0

2.4. Interest expenditure D.41 1.1 1.3 14 1.5
2.5. Subsidies D.3 3.8 1.5 1.8 1.4
2.6. Gross fixed capital formation P.51 4.5 3.9 4.2 4.7
2.7. Capital transfers D.9 1.0 0.6 0.3 0.2
2.8. Other* 24 2.5 2.2 2.0

! Data for 2023 is equivalent to the data presented in Table 4.a. The no-policy change scenario for the forthcoming year (2024) involves the extrapolation of revenue
and expenditure trends after deducting the impact of temporary measures of the current year and before adding the impact of the measures included in the
forthcoming year’s budget.

2P.10 + D.39rec + D.7rec + D.9rec (other than D.91rec).

3 Tax revneue, Including those collected by the EU and including an adjustment for uncollected taxes and social contributions D.995), if appropriate.

#Includes cash benefits (D.621 and D.624) and in kind benefits (D.632) related to unemployment benefits.

°D.29pay + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.5M + NP + D.8.

.
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Stock Flow Adjustment Statement

Appendix Table 7

General Governemnt deficit (-) / surplus (+) (ESA10)

ESA Adjustments

Contribution to Sinking Funds (Foreign loans)
Contribution to Special MGS Sinking Fund
Equity Acquisition

Courts and other deposits

Stock Premium paid to Church

Advances made by Government
Repayment of Loans to Government

Sale of Assets

Sale of Non-Financial Assets

EBUs

Currency

Movement in Bank Account

ESA Rerouted Debt

Increase/(Decrease) in cash balance

Increase/(Decrease) in Non-Consolidated Debt

Total Consolidation

Increase/(Decrease) in Consolidated Debt

SFA

Malta: Draft Budgetary Plan 2024

2022

-982.2

-61.6

0.1
25.0
45.0

0.0

0.1

0.0
-2.8
-0.9

0.0

12,5

-94.9

18.1

-87.5

835.3

-95.8

739.5

-242.7

2023
-935.7
32.9
0.1
30.0
12.5
0.0
0.2
0.0
-2.8
-0.9

0.0
6.1

20.0

-20.7

1,016.1

5.0

1,021.1

85.4

2024
-919.7
72.4
0.0
30.0
215.0
0.0
0.1
0.0
-2.8
-0.9

0.0
6.7

20.0

-5.0

1,277.4

-28.0

1,249.4

329.7

2025

-872.5

60.1

0.0
30.0
0.0
0.0
0.2
0.0
-2.8
-0.9
0.0
7.4

5.0

-7.2

966.0

-1.5

964.5

92.0

€ million

2026

-815.5

55.8

0.0
30.0
0.0
0.0
0.1
0.0
-2.8
-0.9
0.0
8.1

0.0

39.7

947.8

-22.2

925.6

110.1
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RRF Impact on Projections - Grants

Appendix Table 9a % of GDP
ESA Code 2020 2021 2022 2023 2024 2025 2026
Revenue from RRF GRANTS
RRF GRANTS as included in the revenue projections 0.0 0.1 0.3 0.4 0.4 0.4 0.1

Cash disbursements of RRF GRANTS from EU' 0.0 0.3 0.0 0.5 0.4 0.0 0.0

Expenditure financed from RRF GRANTS

Total Current Expenditure 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Capital Expenditure 0.0 0.1 0.3 0.4 0.4 0.4 0.1
of which:
Gross fixed capital formation P.51g 0.0 0.1 0.3 0.4 0.4 0.4 0.1
Capital transfers D.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other costs financed by RRF GRANTS 2

Financial transactions 0.0 0.0 0.0 0.0 0.0 0.0 0.0
of which:
Reduction in tax revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other costs with impact on revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0

'As per MT RRP

2This covers costs that are not recorded as expenditure in national accounts

RRF Impact on Projections - Loans

Appendix Table 9b % of GDP
ESA Code 2020 2021 2022 2023 2024 2025 2026

Cash flow from RRF loans projected in the programme
Disbursements of RRF LOANS from EU - - - - - - -
Repayments of RRF LOANS to EU = = o o - - -

Expenditure financed from RRF loans
Total Current Expenditure - - - - - - -
Total Capital Expenditure = = = s - - -

of which:
Gross fixed capital formation P.51g - - - - - s -
Capital transfers D.9 - - - - - - -

Other costs financed by RRF loans’
Financial transactions = = > > o - -
of which:
Reduction in tax revenue = o o 5 - - -
Other costs with impact on revenue - - - - - - -

"This covers costs that are not recorded as expenditure in national accounts

.
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Appendix Table 6.a
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"Which is estimated to correspond to an annual improvement in the structural budget balance of at least

0.5 per cent of GDP for 2024, as described in recital 23.
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2 This refers to Investment C2-12 in Malta’s Recovery and Resilience Plan.

Malta: Draft Budgetary Plan 2024

Page 48



"'SaWBYDS JO
Jaquinu e sig)siuiwpe snidsqor ‘4exiew Jnoge| Buibueyo-iaAs sy} Yym aul| Ui S||iys Jisy} 8sealoul 0} ysim pue JuswAojdwse ul Apealje
ale oym asoy) pue swAiojdwsa Bupjaas aie oym asoy) yioqg ‘sienpiaipul djay oy JapJto uj ‘uonendod abe Buiom ay) Buowe pjaly
Buihe|d |aag] e Buiney Ag yimoub olwouoos ajqeuleisns Bulinsua ‘1oylew Jnoge| asa)e|\ 8y ul ajebajul wey) djay 0} ‘s|iys usalb
Buipnjoul ‘s|iys |eslaasuel} Aiessaodau ay} yum sienpialipul dinbs oy swie snidsqopr ‘sedineg juswAoldwg olgnd |euoneu ayl sy

"90I0p}I0M JO aBpajmouy|
pue (s|is [eubip pue usaib Buipnjoul) s|is Alessaoau ay} alinboe 0} seakojdwa mau 0} pasnooy Buiuiely ybnoayy a21opIom
119y} Jo abpajmous pue s|is ayl buizepdn pue Buidojgasp ul sassauisng spoddns osje asudiajug eyel ‘@wayos uswdoprag
SIS @y} ybnoayl ‘seoinosal jo asn ay) Buisiwundo pue sessaoold ojgeulelsns alow Buidope Bupepspun suoddns yoiym
BWBYDS JuBID) JUSWISOAU| 9|JBUIBISNS pue LEeWS, 8y} sig)siujwpe os|e aslidiaiug ejely ‘esowlayund "seonoeld pue ABojouyos)
usaib adeiquid 0] Se 0S SalIAlloe ssauisng Jisyy Buiubiieal ul s,JNS spoddns yoiym Lweyog uonewlojsuel] pue Buussulbu]
-9y ssauisng, ay} siosiuiwpe ‘esudisiug eyely ‘Aousbe juswdojorsp OlWoOU0OS SEelel\ ‘©Anoedsied esudisiue ue wol4

‘uonisuel} |eybip pue uaalb ay) Jo} ssauipeal a2lopIom ainsua 0} saiiunuoddo Bulutel Buiddew uo pasnooy si ‘asudiajug
pue ‘ABisu3 JuswuoliAUT Jo} ALISIUIN ©Y} YIM UOIBIOCR|0D Ul ‘Iouno) SIS jeuoneN ay) ‘Ajjleuoiippy ‘juswdojoaap |euoissajold
pue uoneonpa ul sjslgns asay) jo soueoniubls ayy Buisiseydwse ‘NILS Ul sanss| [elsianoiuo) Buissaippy 0} seyoeolddy
aAlleal) se ||om se ‘diysuazi)i) 9Oy pue NTLS Bulienod ‘siayoes) Joj S9INPOoW OM] SI191J0 UOIIEONPT 10} 81Nj1ISU| dU) ‘BlIymues)y

‘ainyny
9|qeule)sns aJow ‘Jauaalb e 1o} UOISIA Jeaj0 B S}OS pue UOIIBONPa JO S|9AJ| || SS0JOe AJljiqeuleisns Jo aoueoliubis ay) saioosiapun
/202-2202 Joy ueld oibejesis s, ISYOIN ‘elowsyund ‘ainynoube pue yinoA ‘podsues; ‘sonsejdoioiwl “10j0es awijLew ay)
se yons ‘snooj Jejnolued e uo Buinjep usyo ‘seousiadwod asay) ajowold jey) seAneniul pue sjoafosd eyeuspun suonnysul yjoq
‘aiowiayun4 “Ayjigisuodsal [B100S AJIUNWWOD pue 92UdIos pue Ajjigeuleisns ‘diyspiemals [eJUSWUOIIAUS ‘S||IS uaalb Jo uonisinboe
B} &pN|oul Jey) S8SIN0D SNOLIBA JBL0 suonlniisul ylog “Ajjigeulelsns pue s|iys uaaib Buowold Jo juolaioy oy} je ale (1SYIIN)
ABojouyoa] pue 9ouaI0g ‘spy 40 869|070 S,Ble|N PUE B} JO ANISIBAIUN BY) ‘SjuBWIYSI|ge)Se [eUOiEINpa Jaybiy ulew om) s ejeln

‘awwelbold 8AsIydy [BUOIIBUIBIU| }SNJ] S,80Ulld 8y} Jo ued se sjooyos Alepuodas Buipnjoul ‘sjooyos
aJow 0} puedxs o} sueld pue syuapnis sieak Alles Buowe pajojd osje sem aAleniul Buidesyosq peseq-jooyos v “ebueyo ayew|o
pue juswdojoAsp d|qeuleisnS UO sl1axyewAolod [BuOilBU UM SUOISSNISIP puB ‘S}ipne 82Jn0sal AJunuwiwod ‘suoljoe Ajjiqeureisns
pal-Juspnis ybnolayy Bupjew-uoisiosp pue diysuaziio SAIO. J0} S||INS d|qelajsuel) Yyim sjuspnis siemodwe (ejoygoxg) swwelbold
S|00y0S-003 8y| ‘sswoono Bujuies| pasipiepuels juswsjdwi 0} sjooyos ypm Buppom si {(Q3D9) uoneonp diysusziin
1ego|o pue (S3) uawdojaaa 8|geule}sng 1o} uoieanp yym juswubije ul ‘quawuIanos) ay) ‘Buljooyos Aiosindwod Jo [9A9] 8y} 1Y

"saulldiosip NI 1S pue uswdojoAsp a|geuleisns ‘Saipnis [BJusIUOIIAUS ‘ABojouyos) ‘Awouoos usaif ay) o] Seale Ul Sjuspnis o}
a|qe|iene ale Ajjiqeulelsns pue s||ys uaalb uo snooy e Yum sjuelb pue sdiysiejoyos ‘Ajjeonioads aiojy Juswdojeasp ajgeuleisns
pue s||iys usaib Bupueape AjgAnoe s ‘(YAJIA) UOIBAOUU| pUB ‘Yoieasay ‘YINoA ‘Wods ‘uoneonps Joy Asiuly 8yl ybnoays ‘ejein

‘uonisuely usalb ayy

10} papaau saouajadwod
pue sj|ys Jo uonisinboe
pue uoisinoid ayj Je pawie
suoye Aaljod dn deyg

'GZ0Z ZO Ag podsuel] dlgnd eye Ag sasnq ou30918 A|In} ZoL 40 aseyaind ay) buipuny ‘1994
podsuel] olgnd ayy aoe|dal Ajped |Im #]-gD WBWISaAU| “GZ0Z €O Ag S8[0IYSA O11108] Z9Z JO 199} B 9ABIYOE 0} WIe UB Y)IM ‘B0IAI9S
ollgnd 8y} 10} SBI0IYSA 01108|8 Jo 8seyaind ay} ul Bunsaaul Ag ‘1)) J0}0as o1jgnd 8y} 8SIUOCIRDBP [[IM £]-Z0 JUBWISBAU| "'GZ0Z +O Aq
$9|0A210/S8[21USA 009‘G PUN} 0} SWiIe pue ZZ0Z YoJe Ul payoune| sem yaiym awayos juelb e ybnoay) 1030es ajeald ay) ul sajoAaiq
pue Sa|oIYaA 21110919 JO axe}dn 8y} souBYUS [|IM Z|-ZD JUSWI]SOAU| "10}08s a)eAlld 8y} Ul pauoijuswaloje asoy) se ||om se ‘Jodsuel)
2lignd pue 821AI8s 21jlgnd By} Ul ‘SBIDIYSA UOISSIWS 019Z UM S3|21YdA Juspuadap-[any jo Juawade|dal ay) uo Buisndo) sjuawisaul
Aq pajuswa|dwod ale swIoel 9say| 92IASS 2llgnd Y} Ul Juswabeuew Ayjiqow Bupueyus pue a21A18s 2lignd ayy Ul Bupom
ajowal Bupowoud ‘seoeds sy Jed aiow Buijeslo ‘uoibay eyl au) 1o) (dINNS) Ueld ANIgoN uedin ajgeuleisng e Buiuswajdwi
‘spJeo efur-jel pasijeuosiad jo siopjoy [ Jo} uodsuely oyngnd oauy ‘Buisiel-ssausieme ybnolyy podsuesy Buisiuogiessp
pue oujesy Bupnpas Aq Ayjesinau-uoqied Buissalppe je Bujwie SWIojel Jo Jaquinu B Sapnjoul 4y S.elelN 0 g jusuodwo)

Page 49

Malta: Draft Budgetary Plan 2024



"2Injn} 8y} Jo} 92I0PIOM
paiedaid-jlom pue sjgeuleisns e BuLIB)SO) 0} JUSWHIWIWOD SB)el\ 8100SIapun SaAijeiiul 8say) ‘AjaAioaljo suonebiiqo ayewio
[euoljeussjul pue sjeob Ajjigeulelsns |eUOiBU YlIM 8Ul| Ul 9peosp Syl J8A0 souepodwl ul 8sesasoul [[IM Awouoods s eyely Bulussls)

"looy Buijioud
8y} jo uonesijeuly ayj 0} Buipes| ‘mojjo} M sseo0id Juswaroidwi pue sisAjeue aalsusyaidwoo e ‘eseyd Buiyss} sy jo uone|dwoo
uodn syjuswanoidwi Joy suonsabbns pue yoeqpasy Jayieb 0y swie aseyd Bunse) siy| snidAD pue ‘eijeol) ‘ejely ssoloe s|JIN
001 ynm Bunsa} BuioBispun Ajjuaino si jooy Buiyold auljuo sy “s|s [eubip pue usalb o} JueAs|al s||IYS pue seousjadwod synok
ssasse 0} |00} Buiyold mau e Jo JuswdoAsp 8y} 0} PaINgLIU0D Sey ‘yoseasal Jayuny yum Buoje ‘sjoo} Bujioisd ,sieuned josfoid
ay) Jo sisAjeue aAneledwod aAisuayaidwod e ‘alowisyung "'S193 G YIm € [9A9] 4OIN 1B (YIH4N) Aioyiny uoneonp3 Jaybiy
pue Jayun4 ejjejy 8y} WoJj UoIssiLgns uone)ipalooe Joy uonesedald ul ‘Buiwealisuiew pue uoljepljeA Joy pamalaal Buleq Ajjusseaid
aJe sewwelboid Buiuiely 8y “s|iMs |eNBIP UO J8y0 By} pue s||iMs usalb uo Buisnooy suo ‘sswwelbold Buluiel; omy jo Juswdojansp
ay) papnjoul yoiym ‘y08foud ayy jo seseyd juanbasqns ayy pasebbuy sey siy] “siouned ayj 0} pajuasald usaq aney sbuipuly
pue sesAjeue ejep ybnoisoy) ybnoiy) pajoelixe Usaq aABY spusl) ulew ay| ‘pale|dwod usaq sey ‘sisAjeue spasau pue AsAins
e papnjoul yoiym “joafoid ay} Jo aseyd 1sliy 8y "si0}0as Aoy ul Ajliqefojdwa yinoA Buisesasoul sawiy swes ayj e ajiym s|[i4s [eubip
pue usalb paiinbai jo Alddns s ejep Buiseasoul spiemoy syiom 108foid ay 108loid ApewsS ayy payoune| osje snidsqor ‘zz0z Ul

*Awouoos usalb ay) 0} way)
Buiposuuod ul siahojdwa pue syinoA yjoq aajoAul 0} pajuswajdwi osje sem ubiedwed yoeasino [euolieu SAISUBdXS Uy “YIOM JO PlIOM
Buibueyo e ul ajdoad BunoA jo Ayjigehojdwa ayy Bulusyibualis ajiym spasu jaxew Jnoge| o} Buiulel} pue uoeonpa [euoljedoA Jdepe
0} s| swwelboid ayy jo Ajuoud By "SI0}08S JIWIOU0DD A8y JBYJ0 Ul SB|0J PBIPOW IO} ||oM Se ‘s10}oas uaalb mau ay) Joy papasu
s||IMs pasieroads jo auladid 8y} 1s00q |IM awWaYds ay} ‘@ouepodwl Ul 8sealdul |Im Awouods ay) jo Buiusalb ay) sy "sieholdwa
a|qeuleisns yym aousiiadxa juswaoe(d ylom INoy-0g B Aq pamojjo} ‘Jusuodwod Buluiely Alojonposjul Inoy-Gz e Buipniour Buiurely
pied e jo sjsisuoo swwelboid Bulutesy ay| ‘Aemyied J9aie) usals) e ybnoly) (sieah gz-gz pabe) (s133N) buiutel] Jo uswAhojdwg
‘uoleonp3 Ul JON aJe oym synoA poddns pue asijiqgow ‘eyeanow o} Bujwie 108foid 1 430HILNI Ul payoune| snidsqor ‘L.Z0z Ul

‘'sasuadxa [aAel) pue sefbem ‘Buiuiel} o} pajejal s}soo BulisAod pie [eloueuly
Aqg pasiaijuasul buieqg osje aJe ‘s||js uaaib uo Buipnjour ‘e@aloppiom Jisyy Bulisdn ur pajsalsiul sieAojdws [B20] ¢, 8wWayds S|[INS Ul
Bunsaaul, 8y} ybnoldy yuswAhoidwse [nyuieb uielal pue Jajus 0) s||IyS |esiaAsUel) Alessaoau ay) yyim siuedioned Buiddinbe ul djay
0} Wie pue jJomawel uoneoylieny [euoiieN 8y} o} paebbad osje ale sasinod snidsqor jey) pajou g pinoys 3| “eusito Anjiqibie
8y} }9aWw oym pue eyjey ul Buipisal sjenpiAipul [je 0} 8bJeyd jo 9al) palayo aie sasInod ,snidsqor Jo ||y 'siayjo jsbuowe sapely
pue “jiom [eojuyos} ‘Aoesswinu pue abenbue| ‘seoinIes Jawolsno pue Ajjendsoy ‘10| ‘Alinoas pue Ajgjes ‘yjeay ‘YIom [eols|o
‘s|Iqs uaalb ‘jJJom a1eod ‘s||iys ssauisng ‘BuizuNoooe Ul SSBJO Ul pue 8uljuo Ylog s8sinod Bululel) Jo Aelle isea e siayo snidsqopr

Malta: Draft Budgetary Plan 2024

Page 50



Extra Budgetary Units as at 31 December 2022

Appendix Table 6.b

NACE NACE
CODE CODE
Arts Council Malta 90 Malta Government Technology Investments Ltd 84
Agency for Infrastructure Malta 71 Malta Information Technology Agency 63
Bord tal-Koperattivi 84 Malta Investment Management Co. Ltd 84
Broadcasting Authority 84 Malta Philharmonic Orchestra 90
Business First Ltd 84 Malta Resources Authority 84
Commonwealth Trade Finance Facility Ltd 64 Malta Statistics Authority 84
Community Malta Agency 84 Malta Tourism Authority 84
Court Services Agency 84 Manoel Theatre Management Committee 90
Correctional Services Agency 84 Medicines Authority 84
Depositor Compensation Scheme 64 Mental Health Services 87
Environment and Resources Authority 84 MSE (Holdings) Ltd 64
Environment and Development funds 84 National Audit Office 84
Film Finance Malta Ltd 84 National Commission Persons with Disability 84
Fort Secuirty Services Ltd 84 National Development and Social Fund 84
Foundation for Educational Services 84 Occupational Health and Safety Authority 84
Foundation for Medical Services 84 Office of the Ombudsman 84
Foundation for Social Welfare Services 88 Planning Authority 84
Foundation for Tomorrow’s Schools 84 Projects Malta Ltd 84
Gozo Channel (Holdings) Co. Ltd 77 Projects Plus Ltd 84
Grand Harbour Regeneration Corporation 71 Property Management Services 84
Heritage Malta 91 Protection and Compensation Fund 64
House Maintenance and Embellishment Co. Ltd 41 Regulator for Energy and Water Services 84
Housing Authority 84 Residency Malta Agency 84
Identity Malta 84 Resources Support and Services Ltd 78
International Institute on Ageing 85 Safe City Malta Ltd 84
Investor Compensation Scheme 64 Sapport 88
Jobsplus 78 Selmun Palace Hotel 84
Lands Authority 84 SportMalta 93
Libyan Arab Maltese Holdings Ltd 64 St James Cavalier Creativity Centre 90
Malta College of Arts, Science and Technology 85 Superintendence of Cultural Heritage 84
Malta Communications Authority 84 The Rehabilitation Hospital Karin Grech 86
Malta Competition and Consumer Affairs Authority 84 Trade Malta Ltd 73
Malta Council for Economic and Social Development 84 University of Malta 85
Malta Council for Science and Technology 84 Transport Malta 84
Malta Enterprise Corporation 84 Valletta Cultural Agency 91
Malta Gaming Authority 84 WasteServ Malta Ltd 38
Malta Government Investments Ltd 84 Yachting Malta Ltd 73

Notes:
1. This list does not include entities which are already accounted for within the Government’s accounting systems.

2. General Classification of economic activities within the European communities. Industries are grouped into 64 categories (A64) based on NACE Rev 2.

A
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CHAPTER 4

Distributional Implications of
Budget Measures







4. Distributional Implications of Budget Measures

Ensuring a sustainable pace of economic growth requires the improvement in the
standard of living and ensuring that the benefits reach all members of society, particularly
vulnerable households. The Government is committed to establish policies that promote
equity and inclusivity. One of its top priorities is addressing social disparities, promoting
social justice, and fostering inclusiveness. Every year, the Government refines its tax and
benefit policy framework, enhancing existing policies and introducing new measures
to ensure that wealth generated is distributed equitably among individuals and various
social groups.

Over the past decade, initiatives have included reducing direct taxes through tax rebates,
expanding the in-work benefit scheme, offering free childcare, and gradually tapering
benefits to encourage greater workforce participation while discouraging unnecessary
reliance on the social protection system. The Government has consistently raised pensions
and provided tax incentives to benefit those with low income. It has also supported
informal long-term care by increasing caregiver allowances and reforming means-tested
criteria to expand eligibility for free prescription drugs and other medical treatments.
Additionally, the Government has enhanced benefits for individuals with disabilities and
increased the opportunities for them to enter the labour market. Furthermore, it has
increased rates of supplementary allowance, extended housing benefits, raised stipends,
and improved children’s allowances.

Moreover, the combination of the COVID-19 pandemic and the ongoing war in Ukraine
has resulted in increased pressures on the prices of energy and food. This has caused
disruptions in both the economy and society as a whole, ultimately leading to higher
inflation, notwithstanding the subsidies on energy and food. To address this situation
and provide support to vulnerable households, the Government has introduced the
Additional Cost of Living Adjustment (COLA) Vulnerable Household Mechanism. This
measure aims to create a safety net for pensioners and low-income families during
times of high inflation. Looking ahead, the Government remains committed to ensure
that the economy generates enough wealth to allow the Government to continue to
help all strata of society.

4.1 Government Initiatives in the Employment Field

Each year, the Government’s aim remains consistent: to enhance the workforce and
promote increased involvement of marginalized groups in the job market. Despite the
challenges brought about by the war in Ukraine and the aftermath of the COVID-19 crisis,
recent Labour Force Survey (LFS) data indicates continual labour market expansion.
Specifically, for the second quarter of 2023, the overall activity for the 15-64 age bracket
registered a 1.0 percentage point increase over the corresponding quarter of 2022; now
standing at 80.9 per cent.
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Using quarter-to-quarter data, the overall male participation rate has risen by 0.8
percentage points, going from 86.5 to 87.3 per cent by the second quarter of 2023.
Similarly, the female participation rate has also increased by 1.2 percentage points,
reaching 73.5 per cent. Alternatively, disaggregating the data by age, the 55-64 age
group saw the most significant rise in activity rates, with an increase of 3.0 percentage
points, bringing the rate to 56.5 per cent. At the same time, the 25-54 age group reported
a 1.1 percentage points increase, reaching 92.0 per cent. In contrast, individuals aged 15
to 24 witnessed a decrease of 5.3 percentage points in their activity rates. This decline
was driven by reductions of 5.2 and 5.5 percentage points in the activity rates of both
males and females, setting them apart from the other age groups.

The reported overall and case-specific increases can be attributed to a combination of
factors affecting both demand and supply in the labour market, all of which are influenced
by contemporary and long-term labour market policies based on the principles outlined
in the new national employment strategy. These principles include the promotion of
flexible skills, active employment measures, and the attraction and retention of foreign
workers.

According to the LFS data, the total employment figure for 2022 was 290,995 individuals.
In the second quarter of 2023, the number of employed individuals increased by 13,844
compared to the same period in the previous year, reaching a total of 294,313 people in
employment. This resulted in a historic high employment rate for the second quarter of

Chart 4.1
Employment Growth and Employment Rate
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2023 of 78.8 per cent, marking a 1.3 percentage points increase from Q2 2022. When
compared to the European Union (EU), Malta's employment rate for the same age group
(15-64) in the second quarter of 2023 was considerably higher, surpassing the EU-27
average by 8.2 percentage points.

Breaking down total employment by age, the highest employment rate was observed
in the 25-54 age group, with approximately 90 out of every 100 individuals employed.
This represents a 1.6 percentage points increase compared to the same quarter in the
previous year. The 55-64 age group saw the largest increase, with a 2.2 percentage
point rise. However, the employment rate for individuals aged 15-24 decreased by 4.7
percentage points, dropping to 47.6 per cent.

Analysing the age brackets by gender (in reference to Chart 4.2 and 4.3), the increase
in the employment rate for the 25-54 age group was driven by a 1.3 percentage points
increase for males and a 2.1 percentage points increase for females. Conversely, in the
55-64 age group, the increase was primarily due to males, with a 4.1 percentage points
rise, while females in this age group saw a marginal decrease of 0.1 percentage points.
Finally, the decline in the employment rate for the 15-24 age group was mainly attributed
to a 5.6 percentage points drop for males and a 3.6 percentage points decrease for
females.

In terms of unemployment, Malta continued to not only outperform its European peers,
but to also reach historically low figures consistently. As evidenced in Chart 4.4, Malta’s

Chart 4.2
Employment Rates, Females
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Chart 4.3
Employment Rates, Males
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post-pandemic period is characterised with a very pronounced decline in unemployment,
even below pre-pandemic levels, consistent with the trend of other EU Member States.

Chart 4.4
Unemployment Rate (15-74)
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Chart 4.5
Average number of unemployed persons registering for work
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Chart 4.5 shows that the number of unemployed persons registering for work in August
2023 amounted to 974, an increase of 52 individuals from the same month of the
previous year.

4.2 Indicators measuring Poverty, Social Exclusion and
Inequality

In this section, the indicators analysed are sourced from the European Union Statistics
on Income and Living Conditions (EU-SILC") survey, with the most recent data being
from EU-SILC 2022. Consequently, it is important to note that the indicators related to
the at-risk-of-poverty (AROP) rate, income distribution, the Gini coefficient?, and S80/
S20 indicators continue to reflect the influence of the pandemic, as they are grounded
on income data from the reference year 2021. The primary metric for tracking progress
towards the EU's 2030 target on poverty and social exclusion is the at-risk-of-poverty-

"The aim of the EU-SILC is to collect timely and comparable cross-sectional and longitudinal multidimensional
microdata on income, poverty, social exclusion and living conditions of households. The non-income
components reported in the EU-SILC such as material deprivation and work intensity are based on the
reporting year (t) while the income statistics refer to the previous year (t-1).

2 The Gini coefficient measures the inequality of income distribution. It may take values ranging from O per
cent, which implies perfect equality in the income distribution, to 100 per cent, which signifies absolute
inequality.
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or-social-exclusion (AROPE?) rate. This rate signifies the portion of the total population
considered AROP or social exclusion.

The AROPE can be decomposed into three main indicators, namely:

1. AROP: This indicator reveals the number of households falling below a threshold set
at 60.0 per cent of the median household disposable income.

2. Severe material and social deprivation (SMSD): This reflects the number of households
unable to afford certain basic necessities from a predefined list of goods and services.

3. Low Work Intensity (LWI): This indicator measures households' work intensity in
terms of hours worked per week.

In 2022, as displayed in Chart 4.6, Malta's AROPE stood at 20.1 per cent, which is 0.2
percentage points lower than 2021 but 0.9 percentage points higher when compared
to the rate in 2018. In comparison to the EU average, Malta’'s AROPE in 2022 was 1.5
percentage points lower, with the EU average standing at 21.6 per cent.

Chart 4.6
At Risk-of-Poverty Indicators
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3 Further detail on the AROPE can be found in the following link: https://ec.europa.eu/eurostat/statistics-
explained/index.php?title=Glossary:At_risk_of_poverty_or_social_exclusion_(AROPE)
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Malta's AROP rate before social transfers stood at 35.1 per cent in 2022, while the EU's
rate for the same year was 43.6 per cent, indicating an 8.5 percentage point difference in
favour of Malta. Malta has a lower percentage of its population at risk of poverty before
social transfers compared to the EU, highlighting that, based on income and financial
circumstances alone, Malta has a relatively lower risk of poverty compared to the EU.
After incorporating social transfers, Malta's AROP rate is reduced by 18.4 percentage
points to 16.7 per cent in 2022. This confirms that social transfers provide additional
income and resources to individuals and households, reducing their vulnerability to
poverty. A similar, albeit larger, reduction was observed at the EU level, with a drop of
271 percentage points in the AROP due to social transfers in the same year.

Malta has seen a relatively stable AROP rate after the inclusion of social transfers in recent
years. It increased from 16.8 per cent in 2018 to 17.1 per cent in 2019 but then decreased
back to 16.7 per cent in 2022. It is important to highlight that the AROP thresholds, also
known as the poverty line, for single-person households and households with two adults
and two children under 14 years old, rose by 22.8 per cent over the five-year period
under review, reflecting the increase in the median equivalised income®. This increase is
mainly attributed to income from employment, which grew at a faster rate than social
benefits and other income sources. As a result, this may have exacerbated the AROP rate
with the increase in the poverty line capturing more households below the threshold.

Chart 4.6 also illustrates trends in SMSD and LWI, the other two components of the
AROPE rate. In 2022, the SMSD rate among individuals living in households was 4.9
per cent, equivalent to approximately 25,370 individuals. This rate decreased by 0.5
percentage points when compared to the previous year's 5.4 per cent. Moreover, in 2022,
when compared to the EU average, Malta’'s SMSD rate was 1.8 percentage points lower.
This suggests that on average, there was a lower proportion of individuals experiencing
severe material and social deprivation in Malta than in the EU27. The share of people
residing in households with LWI in 2022 was 3.8 per cent, which is 1.5 percentage points
lower than the rate in 2021 and notably 7.0 percentage points lower than the rate in 2018.
This indicates improved work involvement for some households, including a positive
long-term trend. Furthermore, Malta's rate of individuals residing in households with
LWI in 2022 is 4.5 percentage points lower than that of the EU in the same year.

The distribution of income in Malta can be assessed using the income quintile share
ratio and the Gini coefficient, as highlighted in Table 4.1. The income quintile share ratio,
denoted as S80/S20, compares the income of households in the 80t percentile to those
in the 20t percentile by dividing the former by the latter. In the past year, this indicator
has seen a slight decrease, dropping from 5.0 in 2021 to 4.8 in 2022. This suggests that
for 2022 those in the top 20™ percentile in terms of income, earn on average 4.8 times
more than those in the 80t percentile. The S80/S20 ratio compares similarly to the EU27
average, which recorded a ratio of 4.7 in 2022, indicating a decrease in income inequality
over that time period in both Malta and the EU27. Decomposing this indicator to reflect
those above the age of 65 and those below, one can note that the decrease in the ratio

4 AROP threshold is defined as 60 per cent of the median national equivalised income.
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Income Distribution

Table 4.1
EU27 Malta
2021 2022 2021 2022
S80/S20 ratio 5.0 4.7 5.0 4.8
Less than 65 years 5.2 4.9 5.2 4.8
65 years or over 4.2 4.1 3.4 3.6
Gini-coefficient 30.2 29.6 31.2 31.1

Source: Eurostat

is primarily led by those aged less than 65. In fact, the ratio for the cohort of persons
aged less than 65 years decreased by 0.4 in 2022 from a ratio of 5.2 in 2021. Meanwhile,
the ratio for individuals aged 65 years and over increased, resulting in a ratio of 3.6 for
the same year. Nevertheless, at a ratio of 4.1 for the 65 years or over for the EU27, the
ratio for Malta is still below the EU27 average. This suggests that for this cohort, there
is a greater income disparity among older individuals in the EU27 compared to Malta.

The Gini coefficient after social transfers, remained relatively stable over the past year,
with a slight decrease from 31.2 per cent in 2021 to 31.1 per cent in 2022, 1.5 percentage
points higher than the EU27 average.

4.3 Distributional Impact of selected 2023 Budget Measures

The Government has made continuous effort to enhance the social protection system,
with a specific focus on pensioners and low-income families, providing a safety net
to vulnerable households amidst recent crises. To address poverty and reduce social
inequality, each year the Government has implemented various policy reforms in the
tax and benefits framework. This section examines the distributional impact of two
budget measures introduced in 2023: the Additional COLA for Vulnerable Household
Mechanism and the Increase in Children Allowance.

The distributional analysis of these reforms on household disposable income and poverty
level, is carried out using EUROMODS, an EU-wide static tax-benefit microsimulation
model, and 2021 EU-SILC microdata. The assessment considers three policy scenarios:

+ ‘Baseline’ Scenario which represents the status quo based on the 2022 tax and
benefits policy rules.

5 EUROMOD is a tax-benefit microsimulation model for the EU that enables researchers and policy analysts
to calculate, in a comparable manner, the effect of taxes and benefits on household incomes and work
incentives for the population of each country and for the EU. The simulations are based on the 2022 tax
and benefit system of Malta using EUROMOD version 15.41+,

.
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« ‘Additional COLA Household Mechanism’ Scenario models only the Additional COLA
Household Mechanism to the base scenario.

« ‘Children Allowance’ Scenario models the annual €90 per child increase in children
allowance to the base scenario.

Distributional impact of reforms (in percentage points)

Table 4.2

Children Allowance Additional COLA Household

Mechanism

Poverty Indicators'
Population -0.03pp -0.40pp
Children -0.08pp -0.48pp
Working Age -0.02pp -0.32pp

Working Age Economically Active -0.02pp -0.20pp
Elderly -0.00pp -0.63pp
Gini Coefficient -0.0003 -0.0031

" The poverty indicators capture poverty risk of the total population and different sub-population groups. The indicator is based on the at-risk-of
poverty (AROP) rate of the baseline scenario. Households are defined as being at risk of poverty (poor) if their equivalised disposable house-
hold income is below the poverty line, which is defined as 60% of the median equivalised disposable household income

Source: EPD calculations using EUROMOD and 2021 EU-SILC data

Chart 4.7

Percentage change in Equivalised Disposable Income from Baseline by Decile
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By comparing the outcomes of these scenarios to the baseline, the distributional impact
of each reform is illustrated.

4.3.1 Additional COLA for Vulnerable Household Mechanism

The Government introduced the Additional COLA for Vulnerable Household Mechanism
as the current COLA mechanism was not deemed to be properly compensating certain
vulnerable households with consumption patterns, which differ from those identified
in the Household Budgetary Survey (HBS), particularly in periods of high inflation. As
a result, a separate mechanism directed to compensate low-income families for the
recent increase in the cost of living due to high inflation was created. The mechanism
is triggered when two circumstances occur:

* The inflation rate in the previous 12 months was higher than 2.0 per cent.

e Individual inflation in the last 12 months, in three of the five basic components in the
RPI (which include Food; Accommodation; Electricity, Water, Gas and Fuel; Costs
related to home maintenance and household appliances; and private healthcare)
exceeds the average of the previous five years.

Chart 4.8

Share of Number of Beneficiaries of the Additional COLA Vulnerable Household
Mechanism by Distribution

100.0%
90.0%
80.0%
70.0%
60.0%
50.0%
40.0%
30.0%

20.0%

Percentage share of total households in each decile

10.0%

0.0%

€7,303

Decile 1

€10,744

Decile 2

€ 13,024
Decile 3

€ 15,180
Decile 4

€17,269

Decile 5

€19,575
Decile 6

€ 22,592
Decile 7

€ 26,258

Decile 8

€31,779
Decile 9

€ 52,826
Decile 10

Source: EPD calculations using EUROMOD and 2021 EU-SILC data

.
Page 64 Malta: Draft Budgetary Plan 2024



If both conditions are met, the mechanism is triggered and households who receive social
benefits and who earn less than the household median equivalised disposable income?®
will benefit from a pay-out based on the household earnings and household size. The
affected households will receive the highest allowance, as the mechanism ensure that
the pay-out is highest among families with more persons living in same household and
whose household equivalised income is low.

According to the EUROMOD simulation, around 28.0 per cent of Malta's household
population should have benefited from this mechanism. Out of these beneficiaries,
94.9 per cent are in the first decile (households with an average equivalised disposable
income of €7,303 per year) of the income distribution. Chart 4.8 depicts the share of
beneficiaries that benefited from this policy reform by deciles.

The Additional COLA for Vulnerable Household Mechanism is expected to have a positive
impact in alleviating poverty, as shown in Table 4.2. The overall AROP rate is expected
to decrease significantly, with a decline of 0.40 percentage points compared to the
'Baseline’ scenario. The elderly cohort is expected to experience the highest decline in
relative poverty, with a decrease of 0.63 percentage points, indicating that this policy is
particularly beneficial for this segment of the population. Furthermore, when examining
poverty rates by household type, single parents are expected to benefit the most, with a
substantial drop of 2.14 percentage points in relative poverty compared to the baseline.
Additionally, households with two adults, at least one elderly member, and no children
are expected to incur a decline of 110 percentage points in relative poverty.

The Gini coefficient, which measures income inequality, is estimated to decrease by
0.0031 percentage points, suggesting a marginal improvement in the distribution of
disposable income. While the improvement is modest, it still indicates a step towards a
more equitable income distribution.

Additionally, Chart 4.7 illustrates the percentage gains of equivalised household
disposable income by decile when compared to the ‘Baseline’ scenario. The data shows
a progressive pattern, with the first decile experiencing the highest percentage increase
in equivalised disposable income, amounting to a growth of 4.81 per cent. On the other
hand, the higher deciles, up to decile 7, benefit from a progressively smaller increase
with the smallest improvement registered for the seventh decile at 0.02 per cent. This
progressive distribution of gains indicates that the simulated measure has a positive
impact on lower- and middle-income groups, effectively benefiting those who are more
vulnerable.

6 “Equivalised disposable income, also referred to as National Equivalised Income (NED), is defined as
the household’s total disposable income divided by its “equivalent size”, to take account of the size and
composition of the household and is attributed to each household member. The equivalised value is based
on the weight specified by the OECD, in which the reference person takes a value of one, all other adults
in the household take a value of 0.5 each and children take a weighting individual value of 0.3.
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Overall, the analysis reveals that the Additional COLA for Vulnerable Household
Mechanism has the potential to positively impact poverty rates, particularly among
vulnerable groups such as the elderly and single-parent households. Additionally, it has a
marginal effect on reducing income inequality, highlighting its importance in promoting
social welfare and addressing economic disparities within the population.

4.3.2 Increase in the Children’s Allowance

In 2023, the Government increased the children’s allowance for each child by €90, aiming
to provide support to families and reduce child poverty and inequality. This means that
parents of dependent children, regardless of their income, will receive an additional €90
per child each year as part of their respective benefits.

The results from the EUROMOD simulations suggest that the overall AROP rate is
expected to decrease by approximately 0.03 percentage points, primarily benefiting
children who were at-risk-of-poverty, resulting in a decrease of around 0.08 percentage
points (Table 4.2). Notably, households comprising two adults and two children are
expected to experience the most substantial decline in relative poverty compared to
the base scenario, with a decrease of 0.35 percentage points.

Additionally, the Gini Coefficient recorded a drop, indicating that this measure effectively
improves income equality. The impact of the reform on households' equivalised disposable
income by decile is depicted in Chart 4.7. The results reveal a positive distributional
impact across all income brackets, indicating that the measure has beneficial effects
on households at various income levels.

4.4 2024 Budget Measures

In the upcoming Budget, the Government will continue supporting the economy by
insulating it from the rise in energy prices and the increase in price of basic commodities.
This is expected to contain inflation and ease the cost-of-living pressures on Maltese
and Gozitan families. Social support measures are also envisaged aimed at supporting
vulnerable households in times of higher inflationary pressures. The Government will
also implement measures that continue to reinforce its commitment towards a climate-
neutral economy. Investment will also be directed towards healthcare, education, and
the upgrading of skills of the workforce. Moreover, the 2024 Budget will ensure that
the overall impact of the Budget measures is in line with the SGP rules by targeting an
improvement in the structural balance exceeding the minimum effort of 0.5 per cent
which is expected to be sustained over the medium-term.
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